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PREFACE 


ECAUSE of its immediate interest as a symposium of 
B authoritative and expert views on the problems of 
national industrial recovery, the present number of 
the PROCEEDINGS has been rushed through the press and is 
issued in advance of the regular publication date. In these 
pages the reader will find not only a discussion of national 
recovery by the officials and advisers who are guiding the 
National Recovery Administration in the United States, but 
also a critical appraisal of unemployment problems and re- 
covery measures by some of the ablest American and British 
economists and by several of the foremost leaders of industry. 
The papers and the discussion here printed will constitute 
the record of an exceptionally well attended and stimulating 
Annual Meeting (Fifty-third Year) of the Academy of 
Political Science, held on Wednesday, November 8, 1933, at 
the Hotel Astor in New York City. The Academy is deeply 
indebted to the distinguished speakers who took part in the 
meeting and to the Committee on Program and Arrangements, 
a list of whose members follows: Mr. Gerard Swope (Chair- 
man), Miss Ethel Warner (Director), and Messrs. Winthrop 
W. Aldrich, John B. Andrews, William C. Breed, W. Randolph 
Burgess, Joseph P. Chamberlain, Raymond B. Fosdick, Walter 
S. Gifford, Alanson B. Houghton, Thomas W. Lamont, Sir 
Walter T. Layton, Sam A. Lewisohn, Samuel McCune Lindsay, 
Roswell C. McCrea, Wesley C. Mitchell, Parker T. Moon, 
Shepard Morgan, William L. Ransom, Jackson E. Reynolds, 
E. R. A. Seligman, James T. Shotwell, Thomas J. Watson, 
Louis Wiley, Leo Wolman, and Owen D. Young. 
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PART I 


CURRENT PROBLEMS OF UNEMPLOYMENT AND 
RECOVERY MEASURES IN OPERATION 


INTRODUCTION * 


OWEN D. YOUNG 
Chairman of the Board, General Electric Company 


HE ANNUAL MEETING for the fifty-third year of 
the Academy of Political Science will be in order. 


I emphasize “ political science,” for if it be the func- 
tion of science to discover the principles and to formulate the 
rules by which we may interpret what is going on in the world 
or by which we may forecast what will go on, then I think 
we may well ask ourselves this morning, after a half-century 
of existence, whether there be such a thing as political science. 
Whatever catastrophe may have happened to political science, 
it is at least fair to say that the Academy and Miss Ethel 
Warner, its Director, still survive. 

Whatever the distortion which may have come to that term 
“academy” in our day, for the Greeks at least it was “a 
pleasure ground ” where Plato taught philosophy. This morn- 
ing I welcome you who are here and you who are listening in, 
to that kind of place, a pleasure ground, not a musty cell where 
scholastics insulated from the world discuss attenuated theories. 
This is a football field, sparkling with life, where everybody, 
particularly now, is intent on watching the ball. Few see it, 
some fumble it, but the spirit of all is to advance the ball. 

To govern the play we must have rules. They may be 
changed from year to year and from generation to generation, 
but for the purposes of the game these rules are more important 
than the exact sciences, say, of physics and chemistry which 
govern the make-up of the ball. 


1 Introductory remarks at the First Session of the Annual Meeting. 
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This is an academy not so much of an exact science as it is 
one in which temporary rules governing the play are con- 
sidered. It is not and ought not to be a dark and solemn place, 
and I am sure it will not be so this morning, but a bright, cheer- 
ful, and stimulating place where competent observers tell us 
about this quickly moving spectacle which is now on. 

The topic of this meeting of the Academy is: Current 
Problems of Unemployment and Recovery Measures in Opera- 
tion. This morning we shall ask what rules should one adopt 
in this contest with unemployment. Scholars are taking part 
in this game, not old men with long, gray beards, but young 
ones who have moved out from the cloisters to the arena. We 
welcome their appearance on this field of action and they now 
have the opportunity to demonstrate to a watchful and sympa- 
thetic audience their ability to advance the ball. 

So I bring you first this morning a scholar who is a player 
in the game, Dr. Leo Wolman, Professor of Economics at 
Columbia University, who is Chairman of the Labor Advisory 
Board of the National Recovery Administration. He will talk 
to you on the “ Progress and Possibilities of Unemployment 
Insurance in the Codes.” 
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THE OUTLOOK FOR UNEMPLOYMENT INSURANCE 
IN THE CODES 


LEO WOLMAN 


Professor of Economics, Columbia University; Chairman, Labor 
Advisory Board, National Recovery Administration 


ONE of the hundred or more codes of fair competition 
N which have been signed by the President of the 
United States contains any provisions for unemploy- 
ment insurance. Nor has there yet been any serious discus- 
sion within the Recovery Administration of the policy of 
broadening the terms of the codes so that they may include 
measures, in the form of unemployment insurance, for the pre- 
vention and relief of unemployment. The movement for in- 
surance legislation which only twelve months ago showed un- 
suspected vitality and promise in many of the state capitals 
of the country, and even in Washington, has meanwhile 
wavered before the impact of the mass of national labor legis- 
lation initiated by the National Industrial Recovery Act and 
stands now uncertain and fearful of the future. 

Whatever may be the eventual fate of unemployment insur- 
ance, the reasons for its present neglect are quite clear. In the 
first place, the task of carrying codes through to completion is 
much more formidable than anyone not closely acquainted with 
the details of the operation could possibly imagine it to be. 
In addition to the many rules affecting trade practices, the 
labor provisions of the codes have already gone far beyond 
the few and simple items contained in the law. The mandate 
to establish minimum rates of wages has been elaborated to 
cover geographical variations in the minimum wage, exceptions 
for special classes of workers, special wage provisions for 
learners and apprentices, limitation of the number of appren- 
tices and learners, formulae designed to ensure the maintenance 
of satisfactory wage differentials between unskilled, semi- 
skilled and skilled labor, and in a number of instances the 
establishment of scales of wages for nearly all grades of labor 
employed in the industries in question. The determination of 
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maximum hours of work has, likewise, in practice involved the 
fixing of daily and weekly maxima; making provision for 
emergency and seasonal employment; distinguishing between 
average and maximum hours, and, where average hours are 
provided, determining the method of averaging, as in the 
recent case of the Ford automobile company; establishing the 
rate of wages paid for overtime in excess of the maximum 
hours ; and adjusting the wages paid for the longer work-week 
to the reduction in hours. <A fair number of the codes legislate 
as to labor representation on the code authority and as to the 
method of handling industrial disputes. Over and above these 
features, all codes impose restrictions on child labor, make 
rules with respect to employment in hazardous occupations, and 
specify various and sundry administrative principles and de- 
vices which, in each instance, are deemed essential to the 
effective enforcement of the terms of the code. 

When it is remembered that the Recovery Act was passed by 
Congress on June 16, last, that in the four and one half months 
since the bulk of American industry, from manufacturing to 
retailing and the hotel business, has come under codes of fair 
competition, and that, within the same period, the President’s 
Reémployment Agreement was launched and administered, it 
is obvious why so specialized and extraneous a question as un- 
employment insurance has to this time received such scant 
attention in the councils of the Recovery Administration. It 
is, in fact, hard to recall any instance in the history of modern 
industry when so universal and complex a body of labor legis- 
lation was formulated and adopted in so brief a space of time. 
There have been parallels for this sort of thing in war time. 
But even during the World War, the volume of labor legisla- 
tion of both the Federal and state governments was infinitesimal 
compared with what at this time has been accomplished by 
means of the codes in less than six months, and, what is more 
important, the changes in labor standards during the war were, 
by comparison with the present, the result of a slow process 
influenced and directed mainly by the trend of basic economic 
conditions, and hardly at all by the terms of legislation. 

The second and probably ruling factor responsible for the 
prevailing apathy toward unemployment insurance is to be 
found in the theory underlying the National Industrial Re- 
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covery Act. Everyone familiar with the origins of this legis- 
jative measure knows that it is rooted in the widely accepted 
belief that unemployment can be immediately reduced by 
shortening the work-week and that the volume of business 
activity can be augmented by raising wages and thereby in- 
creasing the purchasing power of millions of wage-earners 
and salaried employees. While this belief is not new in the 
annals of economic theorizing, its general and enthusiastic 
acceptance by innumerable business men and labor leaders, and 
the conduct of a vast experiment in public control under its 
influence, is, to say the least, an unusual event in modern 
business history. When, moreover, there is added to this view 
the equally widely held opinion of business men that stability 
of production and employment can be achieved through the 
right of business to combine to regulate prices and output, and 
to perform other similar regulatory functions in industry, the 
system of ideas relevant to the experiment conducted under 
the NRA is presented at least in bare outline. Whether this 
doctrine is true or untrue, sound or unsound, is a question whose 
full exploration falls beyond the scope of this paper. But the 
fact remains that faith in its efficacy has acted, for the present 
at any rate, to emphasize the elements of business recovery in 
the program, and to subordinate the problems associated with 
an expedient like unemployment insurance. 

Practical tests of the effectiveness of a complicated economic 
program are, unfortunately, always hard to discover and, when 
found, harder to interpret. On the face of things there has 
been, as is well known, a marked and, to many, an unexpected 
increase in both employment and payrolls which in a general 
way synchronizes with the progress in code-making. From 
the low in the middle of March to September 15, employment 
in American manufacturing industries increased 35 per cent; 
and over the same period manufacturing payrolls advanced by 
60 per cent. From the time, also, when the codes and the 
President's Reémployment Agreement became effective until 
the present, full-time weekly hours have been reduced by 10 
to 20 hours a week, and in extreme cases by as much as 30 
hours a week. Wage-rates, likewise, although here the statis- 
tical evidence is not yet fully available, rose substantially and 
with more than customary rapidity. 
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When, however, these data are subjected to further analysis 
and to comparison with similar phenomena elsewhere, the case 
is far from clear and the relation of cause and effect turns out 
to be by no means certain. Thus, while employment expanded 
by 35 per cent from March to September of this year, 13 per 
cent of the increase took place by June 15, before either codes 
or reémployment agreements were used; whereas, also, the 
total increase in payrolls from March to September amounted 
to 60 per cent, half of this advance or 29 per cent occurred by 
the middle of June. Quite obviously recovery began with the 
climb of business out of the trough reached during the banking 
moratorium of March. And much of the rise in employment 
and payrolls from that time until mid-September may easily 
be attributed to this initial stimulus which, together with the 
effects of well-known speculative forces of the period, antedated 
the adoption of the wage and hour provisions of the codes. 
It should also be noted that the rise in both payrolls and 
employment until the middle of the summer was associated 
with a very considerable recovery in business activity and in 
the volume of production. Since then business has been clearly 
declining and we appear now to be approaching the point, if 
we are not already at it, where the increase in employment due 
to the shortening of the work-week and the increase in payrolls 
due to the raising of wage sates may be expected to be more 
than balanced by a drop in both employment and payrolls due 
to the decline in the volume of industrial production. 

There is, in this connection, much in the foreign experience 
with employment and unemployment during the last twelve 
months which throws light on the probable character of Ameri- 
can business developments in the same period. English un- 
employment, for example, has dropped approximately 20 per 
cent between August 1932 and September 1933; and Canadian 
employment improved 16.5 per cent from April 1933 to 
September of this year. The apparently large discrepancy 
between the rate of reémployment in England and Canada, on 
the one hand, and in the United States, on the other, is mainly 
attributable to two factors in the American business situation 
in the first months of the present administration. The gold 
embargo, the decline of the dollar, and anticipation of a high 
and rising price level produced considerable speculative buying 
by both producers and consumers and unquestionably con- 

[374] 


No. 4] OUTLOOK FOR UNEMPLOYMENT INSURANCE 7 


tributed powerfully to some of the expansion in business. At 
the same time the base from which American reémployment 
and wage increases started, reflecting as it did the virtual 
paralysis of business in the first quarter of 1933, was so much 
lower than the prevailing levels in either England or Canada, 
that the rebound when it came was almost certain to be more 
striking in the United States. It is, indeed, a fact worthy of 
the most careful consideration that at the depth of the depres- 
sion in this country, the recorded unemployment rate here 
seemed to be from two to two and one half times as great as 
the highest unemployment rate of England. 

Statistical evidence such as this, meager and unsatisfactory 
as it may be, seems to me to support the conclusions of economic 
analysis and to confirm the truism that the chances for con- 
tinuing improvement in employment depend upon the prospects 
for continuing improvement in business. The fixing of mini- 
mum standards of employment through the NRA, particularly 
in this country where labor legislation has lagged far behind 
the labor law of Europe, has already served as an indispensable 
measure of social reform and has gone a long way to raise 
conditions of work in the sweated industries to levels approach- 
ing comparative decency. But as an instrument for promoting 
and perpetuating business recovery, the regulation of wages and 
hours and the variety of controls over trade practices provided 
in the codes of fair competition hold not nearly so much 
promise of success. The continued lack of balance in American 
business processes, the disparate changes in costs among in- 
dustries during the past months, and the importance of funda- 
mental elements of uncertainty in the business situation point to 
the persistence of a large volume of unemployment far in 
excess of the rate of unemployment customary in this country 
before the depression. This unemployment may for some time 
to come be particularly heavy in the construction and capital 
equipment industries, precisely where the recovery has been 
least noticeable during the past months. While governmental 
intervention, in the form of public works or like measures, may 
seem temporarily to mitigate the severity of the problem, the 
chances are that it will hardly serve as a solution. 

How to provide adequate care for the unemployed during 
these next years and how to prepare them for slow reabsorption 
into industry is the outstanding problem before this country. 
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The steps we have already taken in building up our elaborate 
and effective machinery of Federal relief will probably never 
be retraced. We have learned, like the countries of Europe 
before us, that for so many-sided a problem as unemployment, 
there is no single, simple solution. Failing the adoption of 
economic policies calculated to generate prolonged business 
activity and the consequent return of the unemployed to their 
jobs, neither unemployment insurance, nor public employment 
offices, nor public works, nor regulation of wages and hours 
constitutes an adequate, effective unemployment policy. 

In the United States, as in England during the past decade, 
a satisfactory public unemployment program will involve the 
administration of public relief so as to afford fair and decent 
standards of life for the unemployed; the creation of pro- 
visions for the reéducation and retraining of labor; the 
establishment of machinery for the transfer of surplus labor 
from dying industries into new fields of employment; devising 
means for equitably distributing the burdens of cost of such 
a program among those best able to bear them. 

In this program, compulsory unemployment insurance must 
be an essential element. With the growing realization that the 
volume of American unemployment will for some time continue 
to be unusually large, the pressure for state unemployment in- 
surance legislation is bound to grow and to lead shortly to the 
passage of laws in several of the industrial states of the country. 
I{ this happens we shall repeat in the United States many of 
the mistakes made by other countries and raise knotty problems 
which we might otherwise avoid. The form of organization 
created by the codes of fair competition makes possible experi- 
ments with unemployment insurance along new and more hope- 
ful lines. Already there have been developed in America legis- 
lative proposals for “ unemployment reserves” which, unlike 
the so-called “insurance”? schemes, are based upon funds 
established by individual industries or companies. Such re- 
serves set up under compulsory state legislation will dovetail 
harmoniously with similar future developments in the in- 
dustrial codes. Reserves for unemployment, designed to cover 
the employees of an industry and jointly administered by 
employers and labor under the supervision of public agencies, 
will solve the problems of interstate competition which have 
always retarded the advance of social legislation in this 
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country; will ensure greater efficiency and flexibility in 
administration ; will avoid the subsidizing of dying industries 
by more prosperous ones and thus hasten the solution of the 
problem of unemployment in declining industries; will strictly 
limit insurable risks and thus separate the unemployed who 
must receive relief from those who will be recipients of un- 
employment insurance benefits; and will encourage experi- 
mentation with methods of prevention and devices for reducing 
the amount and frequency of unemployment. 


REMARKS BY THE CHAIRMAN (Mr. Owen D. Younc): 


The next speaker is a representative of the Brain Trust of England. 
I heard him say recently that he didn’t know what the “ Money 
Trust” was. Perhaps he doesn’t even know what the Brain Trust 
is, but I suspect from watching its operations in this country that 
we have hoarders and spenders in both the Money Trust and the 
Brain Trust, and we like the spenders over here because we like to 
keep brains and money in circulation. It is very fortunate that as 
the exchange of goods between these two great nations has dimin- 
ished, the interchange of ideas, at least, has held its own; perhaps 
it has increased. These two great English-speaking nations have 
not yet joined the ranks of those who bar ideas from without or 
limit the free expression of them from within. I hope they never will. 

So we welcome not only with open minds but with hungry ones, 
this distinguished Englishman; educated in the law, and escaping 
from the rigors of its practice, he is more concerned in seeing what 
the law should be than what it is. With a legal education built on a 
preparation at Charter House and Balliol, with high honors in 
mathematics, the classics and in literature, he not only knows what 
ought to be, but he knows how to tell us what ought to be and why. 

As Chairman of the Unemployment Exchange Committee and of 
the Board of Trade, as Director of the Labor Commission, as 
Secretary in the Ministry of Food, as Member of the Royal Com- 
mission on the Coal Industry, he knows about labor and its problems 
first hand. He not only knows how to tell men about these things 
but, as the author of an anthology of thoughts on woman, he ought 
to be able to tell you ladies as well. Difficult as these subjects 
are, they are only fun for him, because I am told that his principal 
recreation is hill walking. 

I welcome Sir William H. Beveridge, the Director of the London 
School of Economics and Political Science, to the arduous task of 
telling this Academy and its guests something about the British 
experience with unemployment. 
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LESSONS FOR THE PRESENT FROM BRITISH 
EXPERIENCE WITH UNEMPLOYMENT 


SIR WILLIAM H. BEVERIDGE 


Director, London School of Economics 


M4 i \ HE first lesson is that we had unemployment in Britain 
for many years before we agreed officially to recognize 
its existence. All through the second half of the 

nineteenth century the British trade unions had been paying 

unemployment benefit to their members, sometimes less and 
sometimes more, according to the state of trade, but till well 
into the twentieth century, we still had people talking as if 
nobody need be unemployed, as if all the unemployed were 
unemployable. We still had a Poor Law in which the only 
regular provision for the able-bodied was an offer to enter the 
work-house ; a Poor Law based on the simple principle that if 
relief to the able-bodied was made sufficiently unpleasant, they 
would and could get work. Chiefly as the result of an ex- 
haustive examination of our Poor Law system and of distress 
through unemployment, made by a Royal Commission between 

1905 and 1909, our official view was changed. We set up 

permanent machinery for dealing with unemployment, through 

employment exchanges and insurance; we got to recognizing 
unemployment as an integral part of our economic system. 

Twenty-five years ago, we in Britain got our heads out of the 

sand at last in this matter of unemployment. Possibly you in 

this country are passing through the same stage today. It is 

only natural that you should come to that later than we did. 

Your industrial expansion began later and has lasted longer. 

My second lesson is that just about the time that we came to 
recognize the reality of unemployment as an economic problem, 
we came also to a conclusion about one of the possible means 
of relieving distress from unemployment. We came to the 
negative conclusion that what we call “ Relief Work” and 
what you call “ Work Relief” was not a good general method 
of trying to help the unemployed. During the years from 
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1905 to 1909 we tried many experiments in making work for 
the unemployed. Nearly all those experiments turned out 
badly. By “ Work Relief” I do not mean the putting in hand 
at times of depression of useful public works on which men 
are employed on ordinary commercial terms, and only those 
men are employed who are used to the work and can earn their 
wages there. ‘“‘ Work Relief”, for which men have to be 
selected irrespective of their capacity for the particular work 
and from which they cannot be discharged (since they are in 
need of relief) simply because they are unable to do the work 
as well as others, is something different from work. It tends 
to become sham work, more expensive and more difficult to 
organize, and in the end more demoralizing than money pay- 
ments with no pretense at work at all. 

From this negative conclusion against ‘‘ Work Relief” as a 
means of preventing distress through unemployment, we came 
to the positive conclusion that the best way of preventing dis- 
tress was through a system of unemployment insurance, such 
as had been practiced for fifty years by trade unions for their 
own members, which we decided then to extend under a 
national compulsory system to people who could not or would 
not join a union. We began a system of unemployment in- 
surance for a few industries in 1911 and we extended it to all 
industries in 1920. It applies now to every form of employ- 
ment except in agriculture and domestic service. For every 
week of employment, the employer has to buy an insurance 
stamp representing his own and the workman’s contribution and 
affix it to a book carried by the workman; he deducts half the 
value of the stamp from the workman’s wages. For an adult 
male the stamp is now 20d., so that employer and workman 
each contribute Iod., roughly 20 cents; the national govern- 
ment adds a third 10d., making 30d. or 60 cents altogether. 
The workman when unemployed goes to an employment ex- 
change and gets benefit, now nearly 30s. a week—$7.50 for a 
man with three children. 

This system has gone through a great deal of criticism and 
a variety of changes. I think I can say that now there is no 
serious person in England who would seriously propose to 
abandon it. The essence of the insurance system with us is its 
connection with a nation-wide system of employment ex- 
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changes. Insurance benefit for unemployment is not and 
should not be paid merely because a man is not working; one 
must be satisfied also that he could not work if he wanted to— 
that there is no job for him, not only in his own town but else- 
where, which he can reasonably be expected to take. The only 
way of making sure of that is to have a complete register of all 
the jobs available. The employment exchange is there to 
register the jobs as well as the men. In unemployment in- 
surance the employment exchange is as essential as the doctor 
is in sickness insurance. The doctor both issues a certificate of 
sickness and helps the client to get well. The employment 
exchange both certifies that the client really needs benefit be- 
cause there is no job anywhere that he ought to take and helps 
him to any job that there is. 

To start unemployment insurance without employment ex- 
changes would be like starting sickness insurance without 
doctors. But if unemployment insurance is connected with an 
efficient organization of employment exchanges, our experience 
shows that there is no serious danger of individual malinger- 
ing, of men getting benefit who could get jobs. 

The great bulk of people in our country, as in yours, would 
much prefer work to benefit. ‘(he few who would not, can be 
prevented from abusing the insurance system by the employ- 
ment exchange system. Fear of individual malingering is an 
imaginary danger. 

But there is one real danger in unemployment insurance 
which, particularly in your country, calls for a warning. The 
volume of unemployment in a country depends, among other 
things, on the wage policy adopted by those who in that country 
determine wages. The contract of employment is a contract 
for the sale of labor and, as in every other sale, if the price 
is beyond what the market will bear, the goods will not be 
sold. It is possible for wages to be too high for the market, 
to cause unemployment. That is an unpopular thing to say 
anywhere. In this country it may seem particularly out of 
place, for the people of this country, more than any other 
country, have been sold to the idea that high wages are a 
cause of prosperity. 

Every country has its own favorite economic theory, its pet 
delusion. Ours in England is or has been the lump of labor 
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theory ; the idea that there is only a limited amount of work 
to be done, so that if by a machine you save labor you neces- 
sarily create unemployment; by that delusion, by not mechan- 
izing enough, we in Britain have lost more trade than we need 
have lost in the world. Your favorite theory in this country 
is the high wage theory, the idea that pushing up wage rates 
by itself creates prosperity. By that idea, | believe that at 
this moment you are making recovery in some ways slower than 
it need be. You must not mind my saying that; for I honestly 
and regretfully believe it. Of course I have not a word to 
say against prohibition of wages so low that they amount to 
sweating. If an industry cannot exist except by paying wages 
below the level of subsistence, the country is better without it. 
And above that subsistence level it should be the aim of every 
employer to pay as high wages as he can afford; the object of 
economic effort in civilized society is not the enrichment of 
the few by high profits, but the solid comfort of the many. 
But the payment of high wages is a sign of prosperity, not its 
cause. In America as in every other country of the world, 
the payment of higher wages than the market will bear means 
unemployment, so that the adjustment of wages to what the 
market will bear is one of the most responsible tasks in our 
economic system. The people who have that task under col- 
lective bargaining are the associations of employers and the 
trade unions. Any scheme whether of insurance or of relief 
for unemployment which makes either of those groups care- 
less about the creation of unemployment is a social danger of 
the first magnitude. 

Frankly, I believe that we came very near to that danger in 
Britain since the war. Our recorded experience of unemploy- 
ment falls into two parts. Before the war our unemployment 
ran between 2 and I0 per cent and averaged about 4% per 
cent; in those days the trade unions, which controlled wage 
policy, themselves paid for unemployment through their in- 
surance systems. Since the war, our unemployment has run 
between 10 and 20 per cent and has averaged about 13 per 
cent; during that period the trade unions had lost much of 
their direct responsibility for the unemployed; we have had in- 
surance, and have at times got near to making benefit under 
our insurance scheme run on indefinitely; we have provided 
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the benefit partly by direct taxation, partly by a flat rate of 
insurance contributions — a tax on employment — falling in- 
discriminately on all industries, steady and fluctuating, high 
wage and low wage, and therefore not felt specially by any 
one of them. We have had money wages sticking up while 
prices fell. 

Let me say at once that I don’t believe any one can definitely 
prove that the higher level of unemployment in Britain after 
the war was directly due to wages being too high. There were 
too many other possible causes of unemployment at work; there 
was general disturbance of our economic life after the war. 
But it is clear that the divorce of control of wage policy from 
responsibility for unemployment was there, as a possible cause 
of unemployment. If, as we in Britain recover from this de- 
pression, we do not get back to something much nearer the 
prewar level of unemployment, there will be ground for be- 
lieving that the danger which I have mentioned has become 
real and active; that by insurance we are keeping wages higher 
than the market will bear. 

I hope that we shall in fact have reformed our insurance 
scheme enough to get rid of that danger; reformed it in the 
direction of distinguishing again firmly between unemploy- 
ment insurance and the relief of destitution; reformed it by 
making our insurance benefit limited in duration and based 
upon actuarially calculated premiums, while providing in some 
quite different way for those who exhaust their claims to 
benefit and still need relief because they have not recovered 
employment. 

Of course you may ask what is the real distinction between 
insurance benefit and relief, if each is just a money payment 
to the unemployed person. The distinction is that insurance 
benefit should be paid as of right, on the certificate of the 
employment exchange that the workman is unemployed and 
that there is no job for him, without any inquiry as to his other 
resources, the earnings of his family or his savings. It is a 
spreading of his wages over the time when he is standing by as 
well as over the time when he is at work; a payment that he 
can and should draw with no more loss of self-respect and no 
more hesitation than he draws his wages. But if he runs 
through this insurance claim and comes upon relief, then it is 
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probable that he needs something more than a mere money 
payment; as likely as not, he will have been demoralized, 
physically or otherwise, by long idleness; he may need recon- 
ditioning, fitting for a new kind of career, physical rebuilding. 
The payment to him should take account of all his other re- 
sources and should be given not as of legal right but by admin- 
istrative discretion. I believe that that is the solution to 
which we shall be working in Britain, though I hope also 
that we shall be able to make our insurance benefits so generous, 
that the great bulk of the unemployed will not need to run 
through their benefit. 

That is the one real danger in a scheme of unemployment 
insurance, the risk of divorcing the control of wage policy 
from responsibility for its possible consequences in manage- 
ment. I have felt bound to mention this possible danger, not 
because I am against insurance, but because I am strongly in 
favor of insurance. But I cannot advise any one to take that 
road without pointing to the rock ahead. If one sees the rock, 
one can see the way around it. The way to avoid the danger 
that I have named in regard to wage policy lies in observing 
two conditions: First, that the insurance benefit shall be defi- 
nitely limited in duration; second, that the cost of insurance 
shall be thrown both upon employers and upon workmen, in 
such a way as to bring home to the leaders in each industry the 
facts of unemployment in that industry. This condition does 
not mean that no contribution should be made to insurance 
from public monies; it does mean, I think, that contributions 
should be made by workmen as well as by employers, and that 
the contributions paid in different industries should be different. 

Let me add one final lesson from British experience. One 
of the standing difficulties in getting the problem of unemploy- 
ment dealt with seriously is the shortness of human memories. 
“When the devil was sick, the devil a saint would be; when 
the devil got well, the devil a saint was he.” In a trade de- 
pression people are ready to do all sorts of things about un- 
employment; as soon as the depression passes, they forget all 
about it and do nothing, till the next depression comes and 
finds them unprepared. We had many depressions of trade in 
Britain before 1908; we forgot about each of them as soon as 
it was over and did nothing to prepare for unemployment. At 
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last, by a fortunate combination of persons and politics, we 
did out of the depression of 1908 get the employment exchange 
system and unemployment insurance for a few industries. But 
when in 1916, at the height of the war-time boom, I tried to 
get insurance extended to other industries, to cotton and wool 
and leather and many more, so as to be ready for the depres- 
sion that might come after the war, I found employers and 
trade unions alike solidly against it. Their ears were plugged 
tight by prosperity; they said they wouldn’t have any un- 
employment after the war and if they did they could look after 
it themselves. Four years later, at the end of 1920, we got 
insurance for all industries just as the depression was upon us; 
we got a worse scheme than we need have had and the scheme 
itself never had a fair chance; it was swamped by relief. We 
were like the man who tries to take out a policy against fire, 
just as his house has got well alight. 

That is my last lesson and the most important one. Don’t 
forget about this depression the moment that you recover from 
it, as before long you will recover. Put in some solid planks 
of reconstruction now, among them something permanent to 
take care of unemployment. 


REMARKS BY THE CHAIRMAN (Mr. OweEN D. Younc) : 


At least the Brain Trust in this country is not narrow-minded 
in its recruiting. It not only selects its people from university halls 
but it occasionally reaches down into business for a man. It is an 
honor to them who invite and to him who accepts. I have the 
privilege, ladies and gentlemen, to introduce to you this morning 
an old friend of mine, long a co-actor with me at the bar and in 
business, whose distinctions there, great as they were, are now dis- 
placed by another and higher title. He is President of Amherst 
College. 

Ladies and Gentlemen — Dr. Stanley King, who will speak to 
you on the subject of “ Unemployment Reserves and Insurance 
Programs.” 
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UNEMPLOYMENT RESERVES AND 
INSURANCE PROGRAMS 


STANLEY KING 


President of Amherst College 
Chairman, Massachusetts Commission on Stabilization 
of Employment 


FTER listening with you to the matured wisdom of 

A Sir William Beveridge, ripened by many years of 

experience in this problem of unemployment insur- 

ance in Great Britain, I confess that I feel very much like a 

schoolboy in the presence of a revered and learned professor, 

for while, sir, I have been thinking about this problem for 
thirty years, you have been dealing with it. 

The problem of unemployment is the most serious challenge 
faced today by American industry. For the past four years 
the American people have witnessed a tragic demonstration of 
the breakdown of our older methods of dealing with men and 
women who are out of work through no fault of their own. 
The fundamental case for unemployment protection lies in the 
fact that under a democratic form of society we are forced to 
prevent any large-scale starvation. Funds must be provided 
somehow. Gathered during times of stress, through taxation 
and by gifts, they tend to make conditions worse. It is prac- 
tical sense to build a system which will gather the funds in 
good times and disburse them in bad times. This simple 
theory underlies all formal proposals for unemployment insur- 
ance, for unemployment reserves. 

Some ten European countries now have some kind of un- 
employment insurance, covering a total of forty-five million 
workers. Most of these countries are poorer than the United 
States; their commerce and industry were more severely dis- 
located by the war; and their populations are now more 
burdened by taxes. In spite of this, ten of the industrial 
countries of the Western world outside of North America, have 
courageously attempted to solve the major social problem of 
our time. 
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Meanwhile, the question is receiving the serious study of our 
own people. An interstate commission appointed by the 
governors of six Eastern industrial states (Massachusetts, Con- 
necticut, New York, New Jersey, Pennsylvania and Ohio) has 
made a report. The American Association for Labor Legisla- 
tion has made a comprehensive study and recommended a pro- 
gram. State commissions have been at work in Wisconsin, 
Massachusetts, Ohio, New York, California, Minnesota and 
elsewhere. Senator Wagner has proposed a bill for the 
District of Columbia. And the able and far-sighted woman 
who is Secretary of Labor in the President’s cabinet has publicly 
approved a program of unemployment insurance. At the same 
time a number of large employers, most notable among them 
the General Electric Company, have initiated voluntary pro- 
grams along this line. In spite of this really imposing de- 
velopment of opinion, however, it still seems to be true that the 
employers of the country as a whole maintain their traditional 
attitude of opposition to any legislation in this field. 

Let us examine the concrete proposals that have been made. 
The Ohio bill, drafted by the Ohio Unemployment Insurance 
Commission, passed by the Assembly but killed in the Senate, 
is deliberately an insurance measure. It assumes that un- 
employment insurance is sound in theory and feasible from an 
actuarial point of view. It aims primarily to provide com- 
pensation for losses incurred, to relieve distress resulting from 
unemployment. A fundamental principle of the Ohio plan is 
that the cost of insurance be shared by employer and employee. 
The sponsors of the plan would apparently favor a contribution 
also from the state treasury, raised by taxation, but they do not 
include this proposal at present, because they believe its inclu- 
sion would destroy the possibility of passage of the Ohio bill. 
In scale of benefits the Ohio plan is more generous than other 
scales proposed in this country. It allows 50 per cent of 
wages, with a maximum of $15.00 per week, for a period of 
sixteen weeks, after a waiting period of three weeks. The 
Ohio commission felt that a 3 per cent charge on payroll (2 
per cent from the employer and 1 per cent from the employee) 
was all the traffic would bear at the beginning, and so fixed this 
rate of contribution. But the actuary for the Ohio commission 
recommended a charge of 4 per cent on payroll so as to permit 
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the increase in the duration of benefits from sixteen weeks to 
thirty-five or forty weeks. 

The Ohio bill pools all the contributions from all the em- 
ployers in the state in a common fund, from which benefits are 
paid. Provision is made, however, apparently more as a con- 
cession to opposing theory than from conviction, for classifica- 
tion of risks and adjustment of premium rates to comparative 
unemployment hazards after the experience of some years has 
been accumulated. Under this provision the rates for the 
employer may be varied between I per cent and 3% per cent 
instead of the flat 2 per cent. 

The Ohio plan follows the British procedure; is based, 
perhaps, largely on British experience; and is perhaps not so 
much a new contribution to our thought in this field, as an 
adaptation to our needs of the experience of Great Britain. 
It frankly attempts to guarantee to the worker a definite bene- 
fit; and then it levies such a tax upon industry as may be 
necessary to meet the bill. Its sponsors are candid in expres- 
sing the belief that state contribution to the unemployment in- 
surance fund is desirable, but at the moment impracticable. 
This Ohio program will undoubtedly be urged not only in 
Ohio but before the legislatures of most of our industrial states, 
and we may expect a vigorous campaign for its adoption. 

Happily, we have an alternative proposal, equally definite, 
the result of equally thorough study, and sponsored by equally 
competent authority. The Wisconsin commission, the Massa- 
chusetts commission, the American Association for Labor 
Legislation, as well as five of the six state representatives on 
the interstate commission (Massachusetts, Connecticut, New 
York, New Jersey and Pennsylvania) have made proposals, 
which differ in detail but are similar in their essential 
provisions. 

The Wisconsin- Massachusetts plan is based on a philosophy 
which differs fundamentally from that implied in the Ohio 
program. Our proposal is significant, I think, because we lay 
emphasis on preventing unemployment as well as relieving it. 
We recognize the danger pointed out some time ago by Sir 
William Beveridge when he said: “ The real danger of un- 
limited relief of unemployment lies, not in the fear of demoral- 
izing the individual worker, but in the fear of demoralizing 
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Governments, employers, and trade-union officials so that they 
take less thought about the prevention of unemployment.”’ We 
who have studied the matter in Wisconsin and Massachusetts 
believe that unemployment is to a substantial extent prevent- 
able, that the assumption to the contrary is unsound and 
dangerous, and that our first duty is to frame a program 
which will give the maximum incentive to prevention, while at 
the same time providing relief to those out of work. 

The American Association for Labor Legislation, which has 
been studying the problem for more than a decade, has made 
a recent report which is a genuine contribution to the subject. 
Its Special Committee was broadly representative and included 
employers, representatives of labor and the social agencies, as 
well as economists. 

Its report contains an outline proposal for legislation and 
I have seen no clearer or more lucid exposition of the subject. 
The report proposes an American attack on the problem 
along new lines. Its essential provisions are not unlike the 
proposals put forward by the commissions of Wisconsin and 
Massachusetts. 

The Wisconsin bill, which was the result of prolonged study 
in that state, was enacted into law about a year ago. It con- 
tained a provision that it should become effective only when 
the industrial indices reached a certain level, and has there- 
fore not yet begun to operate. Meanwhile, a Special Com- 
mission, containing a representative of industry, a representa- 
tive of labor, and Professor Raushenbush of the University of 
Wisconsin, is engaged in working out the details of admin- 
istration which will be involved. 

The Massachusetts proposal was submitted to the legislature 
last winter by the Massachusetts Commission on Stabilization 
of Employment, after a study of eighteen months. It came up 
for consideration by the legislature at the time when the legis- 
lature was engrossed with the problem of beer, and at the time 
when the banks in Massachusetts were closed. The legislature 
met the issue by extending the life of the Massachusetts com- 
mission for another year and asking it to consider further not 
only its own bill, but all other bills which had been submitted 
to the legislature in this field. As the essential provisions of 
the program of the American Association for Labor Legisla- 
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tion, the Wisconsin law, and the Massachusetts bill are similar, 
I] shall discuss this with particular reference to Massachusetts, 
with which I am most familiar. The Massachusetts commis- 
sion was made up of two of the leading employers of the state, 
two representatives of labor, the Commissioner of Labor and 
Industries of the Commonwealth, President Compton of the 
Massachusetts Institute of Technology, and myself. Our pro- 
posal received the unanimous assent of the Commission. 


We recommend establishment of compulsory unemployment reserves 
to which employers of ten or more persons, except in agriculture and 
certain special employments, shall be required to contribute 2% of the 
payroll of all employees except those who received more than $1,500.00 
during twelve months prior to unemployment. The employer’s payment 
is to be made monthly or oftener to an unemployment reserve fund 
deposited with the Treasurer of the Commonwealth for account of the 
employer and his employees, each employer’s deposits to be kept in a 
separate account. It is not to be drawn upon by any other employer 
or by the employees of any other employer, or for any purpose except 
for benefits during unemployment and for such administrative expenses 
as are chargeable against the account. 


Our proposal also provides that: 


The employer may substitute his own voluntary plan, providing the 
benefits offered are at least equivalent to those required by the bill, 
subject to approval of the Department of Labor and Industries. 

Under our proposed plan, benefits from each employer’s account are 
to be paid eligible employees laid off more than four weeks or dis- 
missed for no fault of the employee, providing the employee is unable 
to find suitable employment by the end of four weeks. The amount of 
the benefits is to be one-half the normal wage or salary of the employee, 
but not to exceed $10.00 per week. Benefits are to be paid for not more 
than ten weeks in any twelve months. 

Each employer’s liability is limited to the amount of his unemploy- 
ment reserve account and to the 2% contribution described above. He 
cannot be required to pay more. When his account becomes exhausted, 
his unemployed workers draw no further benefits. 

When an employer’s unemployment reserve account amounts to $50.00 
per covered employee, he is required to contribute only 1% of his pay- 
roll, as long as the account remains at or above this level. When his 
account reaches $75.00 per employee, no further contributions are to be 
required as long as his account does not fall below that level. 

The cost of this plan to the employer is limited to the cost of the 
2% contribution. His employees must still bear, if unemployed, the 
loss of all wages during the first four weeks, of all unemployment 
beyond the ten weeks’ benefit period, and of all unemployment after 
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the employer’s account in the unemployment reserve fund is exhausted, 
together with half or more of the wages lost during the benefit period. 

This heavy cost still remaining upon the out-of-work employee is one 
reason for requiring that all the contributions to the unemployment 
reserve fund shall be made by his employer. 

An equally important reason is the probable effect of the contribution 
in stimulating the employer to reduce as much as possible the number 
of lay-offs and dismissals in order to keep his unemployment reserve at 
the $50.00 or the $75.00 level and thus reduce the amount of his 
contribution. 


Our intimate acquaintance with industry in Massachusetts 
leads us to believe that the best point of attack on unemploy- 
ment is the individual enterprise. Hence we recommended an 
individual company reserve financed solely by the employer. 
Thus the burden of compensating men who are laid off is 
placed squarely on the shoulders of the employer who laid 
them off. And as a corollary, the employer who operates his 
plant steadily is protected from supporting the unemployed 
workers of his less efficient neighbor. By this device we give 
an immediate pecuniary incentive to each individual employer 
to stabilize his own operations and impose a penalty on each 
employer who fails to do so. 

We believe that this is sound social accounting. It places 
the cost of unemployment on the concern responsible for it. It 
brings into higher relief the fact that irregular employment 
is expensive, increases costs; and that stabilized employment is 
both more efficient and socially more desirable. It gives a 
pecuniary premium in competition to the socially sound em- 
ployer and a pecuniary penalty is placed on the socially 
inefficient employer. Where can one find a more potent 
pressure toward the goal society desires to reach? 

The problem of investment of unemployment reserves will 
become serious if and when a number of large industrial states 
enact such legislation. Reserve funds will be accumulated and 
invested during periods of prosperity and will be sold mostly 
during periods of depression. It is highly probable, therefore, 
that the investment of reserve funds in the usual type of bonds 
would result in a net increase in unemployment. Our Massa- 
chusetts proposal, therefore, recommends the investment of 
state funds in the short-term obligations of the United States 
Government and in deposits in the Federal Reserve System. 
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It should be noted that the Ohio plan, which is frankly an 
insurance proposal, guarantees benefits to unemployed workers 
within limitations and then assesses the cost, whatever that may 
be, on industry and on employees, with the obvious possibility 
that a portion of it might be borne by the state. One may 
well doubt whether it is wise to impose on industry today this 
unlimited liability. The Wisconsin-Massachusetts proposal, on 
the other hand, is in essence a proposal of industrial reserves. 
It fixes the contribution of the employer and thus attempts to 
limit his liability, and avoids the dangers inherent in a contri- 
bution from the state treasury. These differences are funda- 
mental. Which proposal one accepts depends upon one’s 
underlying philosophy. 

We should recognize that every proposal thus far made in 
this country, so far as I know, except the recent proposal for 
dealing with this matter in the codes, calls for state legislation. 
No commission, so far as I know, believes that the solution of 
the problem can be left indefinitely to voluntary action on the 
part of liberal-minded employers. No commission recommends 
a Federal law; for the Federal Constitution seems to be an 
impediment to Federal legislation in this field unless it is 
accomplished through the codes. 

It is easy to criticize the detailed provisions of any bill for 
unemployment compensation. These are essentially of less 
importance and can be modified from time to time as experience 
may indicate. My experience with this problem in industry 
dates back nearly thirty years, when I worked under the 
leadership of William H. McElwain, a Massachusetts shoe 
manufacturer. In an industry which at that time was 
working only 270 days a year on the average, McElwain 
succeeded in stabilizing his production and operating his 
plants, which at that time were the largest producers of shoes 
in the country, on a basis of 306 days in a year. McElwain’s 
untimely death in 1908 was a great loss to industry, but since 
that time other employers in this country both in that line and 
in other lines, have made remarkable progress in stabilizing 
employment. 

Our proposal is to stimulate such efforts by placing a 
pecuniary incentive before all employers looking toward the 
stabilization of their employment. 
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President Roosevelt has publicly said that unemployment 
insurance is coming in this country just as definitely as work- 
men’s compensation came. Our own studies would make us 
believe that that is true. In a time of emergency like the 
present, I would hope that the employers’ associations in our 
industrial states, working in codperation with associations of 
labor, might codperatively draft bills to submit to the state 
legislatures. In that way I believe we would secure the 
soundest procedure in this field, but if the employers’ associa- 
tions in our industrial states continue to maintain their 
traditional policy of opposition, my own judgment is that 
public opinion will force legislation in this field and that the 
employers will find themselves operating under laws which 
they had no share or participation in drafting. 


REMARKS BY THE CHAIRMAN (Mr. OweEn D. Younc): 


The next speaker on this program is a graduate of arts in the 
University of Chicago, and in the law from Harvard. Unlike Sir 
William Beveridge and Stanley King, he has never escaped from 
the practice of the law. There he has achieved distinction, not 
behind the bulwarks of established precedent, but by courageous 
advances from the firing line into no man’s land. 

As Chief Counsel for the railway unions in the government 
injunction suit in 1922, as General Counsel for the Railway Labor 
Executives Association since 1926, in sustaining trial by jury in 
labor contempt cases before the United States Supreme Court, as 
co-author of the Railway Labor Act passed by Congress in 1926, 
he has established himself as an authority not only on the problems 
of labor but on the rights of labor. This required him to be also 
familiar with the problems of capital and the rights of capital; 
problems of both capital and labor as component parts of industry 
are the same, but in the division of the income of their joint endeavor, 
the rights of one begin where the other ends. 

It was natural, therefore, that one with this experience should 
be chosen, and I think it was a fortunate choice, as General Counsel 
of the National Recovery Administration. 

Ladies and Gentlemen, I have the honor and privilege of intro- 
ducing to you Mr. Donald R. Richberg, who will speak to you on 
“Progress Under the National Industrial Recovery Act.” 
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PROGRESS UNDER THE NATIONAL INDUSTRIAL 
RECOVERY ACT 


DONALD R. RICHBERG 


General Counsel, National Recovery Administration 


N that bygone era when we were enjoying the illusion of 
prosperity it was my part to appear occasionally on 
programs of the Academy of Political Science as a critic 

of those who seemed to be too well satisfied with the existing 
economic order. Today I might entertain myself, but prob- 
ably no one else, by reviewing a few of the suggestions offered 
at such times as constructive measures to promote a more 
stable and more evenly distributed prosperity, and to prevent 
the inevitable breakdown of an undisciplined, uncodrdinated 
control of the business enterprises upon which our freedom 
and security depend. 

But I shall yield to this temptation only long enough to 
restate the philosophy of the present recovery program in terms 
of some of my earlier criticisms which have been validated by 
subsequent events. Under the terms of Title I of the National 
Industrial Recovery Act we are now seeking to bring about a 
purposeful, planned organization of trades and industries, so 
integrated and codrdinated that the continuous production and 
exchange of necessary goods and services may be assured. The 
basis for such an assurance is being sought, not in the exertion 
of a political control over business, but by encouraging and 
sanctioning measures of self-discipline that will provide a 
genuine self-government of industry. 

This program is now being subjected to certain widespread 
criticisms which arise out of either misunderstanding or mis- 
interpretation of both the means employed and their objective. 
Men who are either ignorant or careless of the facts talk glibly 
about the “ regimentation ” of industry and describe an essenti- 
ally democratic and individualistic endeavor as the product of 
the socialistic doctrines of Karl Marx. 
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The President and officials of the National Recovery Admin- 
istration have spent long exhausting weeks persuading the 
representatives of practically all our basic industries to agree 
upon codes of fair competition, which are being carried out 
through the voluntary codperation of the privately selected 
directors of industry. Yet these patient, persuasive efforts are 
now being denounced as the establishment of a presidential 
dictatorship over industry! When the facts are marshaled to 
confound some of these critics they have resorted to the ex- 
planation that underlying these apparently democratic measures 
of free codperation are the sinister purposes of those who in 
their hearts are plotting an economic dictatorship and a 
socialistic state. 

As one of the draftsmen of the law, who has been engaged 
ever since its enactment in its interpretation and administra- 
tion, I am so frequently accused of participating in this “‘social- 
istic plotting” that it comforts me now and then to reread an 
address made before this Academy in the year 1928. It is true 
that I said that the ideas of eighteenth-century individualism 
no longer fitted our needs. But at the same time with equal 
emphasis I said that the ideas of nineteenth-century socialism 
never did fit our needs; and that the twentieth century de- 
manded genuine codperation between property men and labor 
men in developing a common program for their common 
benefit. 

In this same address I went so far as to suggest that it was 
a serious impediment to social progress to have the minds of 
financiers and business leaders impregnated by socialists with 
the doctrine of the inevitable class struggle, which, fortunately, 
the vast majority of American workers had never accepted. I 
even suggested jokingly that the writings of Karl Marx and 
his disciples should be expurgated from our libraries so as to 
prevent American business men from being led astray and 
learning to look upon the workers as a hostile class of society. 

Having held these ideas for many years it would be very 
embarrassing for me to discover that I was participating in a 
national movement to establish a socialistic dictatorship. And 
every time I have a talk with General Johnson, the Admin- 
istrator for National Recovery, and listen to the forceful ex- 
pressions of his highly individualistic and competitive theories 
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of political economy, and to his explosive comments upon the 
vicious influence of government bureaucracies, I shudder to 
think of his rage if he were ever to discover himself promoting 
state socialism ! 

The fountain head of the recovery program is the President; 
and it would surely be difficult for anyone to find either in his 
conversations or his writings any affectionate sympathy with 
the dogmas or programs of Karl Marx. In fact his utterances 
have abounded in such statements as these: ‘‘ We must get back 
to first principles; we must make American individualism what 
it was intended to be—equality of opportunity for all, the right 
of exploitation for none.” “The task of government in its 
relation to business is to assist the development of an economic 
declaration of rights, an economic constitutional order. This 
is the common task of statesmen and business men.” And 
when the President sought in a speech to redefine individualism 
in modern terms, he said that “‘ business leaders are now ex- 
pected to assume the responsibilities which accompany power.” 

Now being reassured myself, and having, I trust, reassured 
my audience that my individualistic views are not out of line 
with the Administration program, let me quote one further 
paragraph from that address made to this Academy in 1928: 


The managers of industry today ought to be statesmen, because the 
welfare of the country rests upon their larger decisions. Not merely 
physical well being, but social policies and social ethics are determined 
by those whose power over the standards of daily living is greater than 
that of government. But it is democratic statesmen we need, not 
dictators. Does any man here doubt that the forces moving in modern 
life and the powers available for human direction are too great and 
too complicated to be safely controlled by any one man or any small 
group of men? Does anyone think that any sane man or any small 
group of sane men would aspire to dictatorship in the modern world? 
A would-be dictator must be inspired by delusions of grandeur, willing 
to seize the thunderbolts of Jove, reckless of when or where he may 
unloose a storm to devastate the land. 


The National Recovery Administration is not seeking to 
establish a dictator or a group of dictators of industry, but 
is in fact moving in precisely the opposite direction. 

The Recovery Administration is seeking to establish such 
self-governing organizations of business men as may prevent 
the rise of any more irresponsible dictators of industry such 
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as those who guided the American people along the road to 
ruin in the years before 1929, and continued to lead them 
downward into the valleys of despair as long as their self- 
serving powers survived and they could exercise bad judg- 
ment unrestrained by any first-class economic or political 
intelligence. 

The American people do not yearn for any more such 
dictators—neither petty autocrats in control of the lives and 
fortunes of communities nor industrial Caesars ruling the 
destiny of the nation. They do not want any dictators whether 
privately or publicly selected. The worthy leaders of industry 
and politics have come to see clearly that the anarchy of an 
undisciplined and uncodrdinated private control of all essential 
business enterprises, free from enforced responsibility to serve 
the public interest, is no longer a tolerable economic system, 
when the daily subsistence and welfare of the entire population 
depend upon the continuous and beneficent functioning of these 
agencies for the exchange of the products of human labor. 

Those who study the course of events throughout the world 
cannot help observing that, in every nation in the world where 
a stubborn resistance to the necessary development of new 
economic controls has brought about a political revolution, some 
form of state socialism has been the outcome; that is, a political 
control of business primarily in the interest of certain classes, 
although nominally in the interest of all the people. 

It has been amply demonstrated that the individualism of a 
pioneer people cannot be preserved in a modern industrialized 
state. But it has not yet been proved that the only alternative 
is to surrender to state socialism and make the best of it. Many 
nations of the world developed from principalities and king- 
doms into empires, while the American colonies were creating 
and strengthening a republican form of government unifying 
in a national federation the self-governing units of the states. 

Russia, Italy, Germany and other nations may now have 
found it necessary to codrdinate the production and exchange 
of goods through the exercise of dictatorial powers by the 
state. But here upon this continent, where our ancestors 
devised a new variety of political government which has de- 
veloped lustily for over 150 years, we may have the courage 
and vision to develop a new variety of industrial self-govern- 
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ment, along similar lines, as another great contribution to 
civilization. 

Observers in other nations may view our efforts with 
sympathy, with skeptical amusement or downright hostility. 
The tories and the ultra-radicals within our borders will do 
their best to make our efforts fail—the first group because 
they feel we are going too far in the direction of public 
restraints upon individual freedom—the second group because 
they feel we are not going far enough. Perhaps there is no 
half-way house. Extremists can always produce very logical 
arguments, to which the principal answer is that life is not 
logical—or consistent—but is an eternal compromise between 
utterly opposing forces from the cradle to the grave. 

It is my personal belief that there is a half-way house—a 
house of democratic codperation and self-discipline—which lies 
between the anarchy of irresponsible individualism and the 
tyranny of state socialism. That is why I am so deeply con- 
cerned with misrepresentations of the spirit and purpose and 
methods of the National Recovery Administration. Intelligent 
criticism is both inevitable and helpful. But the extremists of 
either the conservative Right or the radical Left who may 
sincerely believe that there can be no permanent middle 
ground, are not fair, and frequently not sincere, when they 
deny that the Recovery Administration has laid the founda- 
tions of its program in that middle ground. 

It was John Stuart Mill who long ago said: “ The social 
problem of the future we consider to be how to unite the 
greatest individual liberty of action with a common owner- 
ship in the raw material of the globe and an equal participa- 
tion of all in the benefits of combined labor.” He stated his 
conviction that all classes of society “ must learn by practice 
to combine for generous, or at all events for public and social 
purposes, and not, as hitherto, solely for narrowly interested 
ones.” He ventured to assert that “the deep rooted selfish- 
ness which forms the general character of the existing state of 
society is so deeply rooted only because the whole course of 
existing institutions tends to foster it.” 

The temporary phases of the Recovery program call for 
speeding up action and shortening deliberation in order that 
the emergency needs of millions of idle workers and impover- 
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ished farmers may be satisfied in a short period of time. But 
in the very process of providing emergency relief there is a 
well-considered and conscientious effort to lay the foundations 
of deliberative, self-governing institutions for the permanent 
improvement of industrial conditions. 

The emergency program and the program for the long pull 
of economic recovery each deserve separate appraisal although 
today they are closely interwoven in the activities of the 
Recovery Administration. And the effort to establish the 
half-way house of democratic codperation deserves the sympa- 
thetic aid and encouragement of all those who still have faith 
in the ideals of our democracy. 

If the half-way house cannot be established we may soon 
find that we have reached the end of democratic institutions of 
government; because trade and industry must become respon- 
sive to public obligations; and there must be set up somewhere 
a government of industry adequate to insure a nation against 
mass starvation in the midst of plenty and against the paradox 
of millions of willing workers living in forced idleness while 
billions of capital investments also lie idle. 

If a machinery for the self-government of industry cannot 
be created and operated then control by political government is 
inevitable. That is the final issue of the recovery program. 
Every disputed item of that program presents the same choice. 

Cut-throat competition, in the anarchy of private business 
operations, prevented any concerted move to shorten the hours 
of labor so as to absorb the unemployed—or to fix minimum 
wages on at least a subsistence level, so that industries need 
not be supported by public taxation for the relief of their 
underpaid workers. And so it was necessary for the govern- 
ment to fix in the codes maximum hours and minimum wages. 
Many powerful employers, resentful of any interference with 
their individual and unrestrained control of labor relations, 
have fought against any responsible self-organization of their 
employees—even to the extent of carrying on years of civil 
warfare with perennial outbursts of violence and bloodshed. 

But millions of wage earners, citizens of a democratic 
government, cannot be deprived permanently of any voice in 
determining the terms and conditions of their employment. 
Either they must be allowed to participate in industrial self- 
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government or they will demand the extension of the control 
of industry to the political government in which they still 
have the power of a free ballot. 

The employer who is still devoting his best energies to pre- 
venting his employees from exercising the right of collective 
bargaining is the best ally whom the left-wing Socialists or 
Communists have in this country. Such an employer is simply 
driving his employees and the unemployed to the ballot box, 
or to even more direct means of using political power, not 
merely to control, but to destroy, the economic power with 
which they are being repressed. 

If the extremists of either the Right or the Left had written 
the American constitution in 1787 they would have given us 
institutions, not of self-government but of class government, 
which could hardly have endured. Today we face a similar 
problem and prospect in our efforts to write the constitution of 
self-government in industry. If we can write into that can- 
stitution a representative form of government, based on a free 
choice, a free functioning of the representatives of all interests, 
using the sanctions of political government merely to enforce 
the considered judgments of the majority, we may devise a 
method of industrial self-control which will last long after the 
present experiments in political control in other nations have 
disappeared. 

Our desire to try our hand at solving this problem in our 
own way does not indicate an ignorance of what has happened 
elsewhere, gr an arrogant assurance that we know more than 
any one else. It may mean only that we prefer to make our 
own mistakes instead of copying the mistakes of others. It 
may mean particularly that, since we did not lead the other 
nations into a world war, but only followed them, and then 
followed them into a world depression, our people have a 
certain natural inclination to try to find their own way out. 

Surely the experiment upon which we are embarked is well 
worth making. Surely it is appropriate that America again 
should seek to find a new method of human codperation, to 
deal with new phases of world-old problems. Without undue 
confidence that we shall succeed, we may feel that this is at 
least a high adventure, worthy of the best that we can give of 
patience and self-sacrifice and devotion to a common cause. 
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REMARKS BY THE CHAIRMAN (MR. OweEN D. YounGc) : 


The first Code approved by the President was that of the Cotton 
Textile Industry. I am told that it was presented on the day that 
the National Recovery Act was signed. The preparedness of that 
great industry certainly could not be matched elsewhere unless it 
be in another industry which is now ready for a change in the law. 
It is fitting that the spirit and courage and breadth of view of the 
cotton textile industry be recognized by asking the President of its 
Institute to participate in this program, so I am going to ask Mr. 
George A. Sloan to speak next. 
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A NECESSARY FOUNDATION FOR STABILIZED 
EMPLOYMENT 


GEORGE A. SLOAN 
President of the Cotton-Textile Institute, New York 


R. CHAIRMAN, I am sure that I bespeak the senti- 

M ment of the members and guests present when I 

express to Mr. Swope and to Miss Warner our 

gratitude and admiration for the splendid program which they 
arranged for our fifty-third Annual Meeting. 

Much has been said here today about the revolutionary 
changes that are taking place in working conditions. In con- 
sidering the improvements that have come about, the average 
person is apt to think only in terms of shorter working hours 
and increased wages. He has suffered so much from the 
depression and has heard so many explanations of its causes 
that he is perfectly willing now to embrace the benefits of the 
NRA and to leave the rest to the code makers. I doubt very 
much if he is aware that many codes, like the Act itself, have 
their inception in a recognition of the age-old law of supply 
and demand—that they contain fundamental provisions which 
tend to preserve a balance of productive activity with consump- 
tion requirements and that these provisions, on account of 
their prevention of destructive industrial warfare, are the very 
foundation for the benefits that have come, and will continue 
to come, to the working man and woman. 

There are three basic provisions in the Cotton Textile Code: 


1. Working hours. The limitation of working hours to 40 
hours a week was directed toward reémployment so that the 
industry might take care of the same force for which it pro- 
vided employment prior to the depression. This objective has 
been more than accomplished. The number of workers has 
risen from 320,000 in March to 465,000 on September 1, which 


raises employment to substantially higher figures than pre- 
depression levels. 


2. Wages. Minimum wage levels were established and pro- 
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vision was made so that in grades of employment receiving 
more than the minimum, the traditional difference in wage 
rates would be preserved and, further, that the shorter hours 
should not result in less pay in the shorter work week. These 
objectives have been accomplished. The established minimums 
have been observed but they have not become the maximums, 
The traditional differences in the higher occupational groups 
have been preserved and exceeded. The effect of increased 
wages, plus the necessary addition to working forces under 
the Code, have altogether led to an increase in cotton-mill pay- 
rolls of 74 per cent from May, when the Code was being 
formulated, to the end of August. 

A recent survey indicated that the employment and pay- 
roll gains noted in late August were being maintained on 
October first. 


3. Limitation on Over-Capacity and Overproduction. This 
chronically depressed industry went through the boom years 
of 1928 and 1929 without relief from its chronic disorders. 
Its enormous over-capacity, resulting from the abnormal de- 
mands of the Great War, the development of night work and 
other causes, necessarily prevented healthy, normal competition. 
Consequently the most vital provision of the Cotton Textile 
Code for effectuating the policy of the National Industrial 
Recovery Act by rehabilitating this industry, is the provision 
for the limitation of the operation of spindles and looms to 80 
hours a week. This has the effect of reducing over-capacity 
to an approach to a reasonable balance between productive 
capacity and the demands for consumption. Without this fun- 
damental provision the industry could not have undertaken the 
other steps and the heavy burden of increased costs which are 
involved in shorter hours and increased wages. 


Important as are the provisions for working hours, important 
as are the provisions for wages, this last provision is the corner- 
stone of the Cotton Textile Code. It has gone far to remove 
the threat of overproduction. Stocks which reached the lowest 
point in several years during the middle of the summer have 
not increased materially. No improper burden has been placed 
upon the consumer. The industry is getting back the dollars 
which it puts into the production of the goods, and in the main, 
something for depreciation and in some branches something 
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for interest on investment, but, by and large, nothing beyond 
that. It has been able to secure the necessary working capital 
to meet the demands made upon it by other provisions of the 
code and by the Agricultural Adjustment Act in the esti- 
mated $125,000,000 tax imposed upon the processing of its 
raw material. 

In the cotton textile industry there are approximately 30,- 
000,000 spindles in place. A demand for consumption of 
cotton goods such as that of 1929 could be satisfied by the 
operation of one-half this number if run six days a week with- 
out any limitation upon hours of operation. This over-capacity 
is somewhat mitigated by the fact that many of the mills are 
so located that there are no housing facilities to accomodate 
employees for continuous operation. But the over-capacity, 
making allowance for that situation, is enormous. This over- 
capacity resulted largely from conditions during the war which 
led to a great development of new facilities to meet abnormal 
demands and the fact that the industry during the same period, 
due to the same pressure, changed over very largely from one- 
shift to two-shift and, to some extent, to three-shift operations. 

The devastating effects of over-capacity are interwoven with 
the causes and effects of the great depression through which 
we have been passing and the national emergency which it 
has produced. Efforts by provisions in codes of fair competi- 
tion for the various industries to check these devastating re- 
sults by dealing with the problem of over-capacity are just as 
closely interwoven with the national effort which is now being 
made for economic recovery. 

A marked over-capacity in an industry is destructive of fair 
competition in that industry. Where the productive capacity 
of an industry is reasonably in balance with the demand for 
consumption, there exist conditions for normal and fair com- 
petition. Buyers are competing actively among themselves to 
obtain their requirements ; sellers are competing actively among 
themselves to dispose of their products. It is essential to the 
protective functioning of the competitive system that there be 
both this active competition among buyers and active com- 
petition among sellers. The system breaks down when the 
reasonable balance of this duality of active competition is lost 
or destroyed. Such balance is destroyed when there is an 
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overhanging over-capacity. In that situation, there is an acute 
pressure on each unit in an industry to seek as large a share as 
possible of the inadequate demand. The overhead based on 
capacity runs on. There is not enough business to keep all 
busy and the pressure to reduce overhead by volume drives the 
seller into panic selling, whereas the buyer, knowing the over- 
capacity and ever-present threat of overproduction, holds off 
in the knowledge that his demands can be more than amply 
satisfied and on his own terms whenever he gets ready to buy. 

The inevitable result of this situation is the scramble of 
sellers for orders in order to secure volume and a cutting of 
prices for that purpose without regard to costs. The result is 
reflected back on the wage earner. There is a steady pressure 
on the employees to accept lower wages in order to make it 
possible for the plant to keep operating. There is a tendency 
to eat up the working capital in continuing to do work below 
cost in the desperate effort of the concern to keep operating. 
In this situation some concerns go under. But the factory and 
machines are not destroyed—they merely afford a temptation 
for others to buy them in for a low figure and to increase the 
Gestructive competition by operating them at fixed charges 
that are far less than those which are properly attributable to 
the amount of capital involved. 

During the past seven years I have observed the destructive 
operation of these inevitable results of over-capacity in the 
cotton textile industry, which incidentally is the largest manu- 
facturing industry in our country from the standpoint of the 
number of employees. This factor has made it a chronically 
depressed industry which was generally unable to earn profits 
even in the boom period of 1928 and 1929. These conditions 
in our industry and in certain other chronically depressed in- 
dustries, such as coal, resulting from over-capacity, have 
merely become general in the period of depression. 

With the great shrinkage of consumer demand, with the 
great shrinkage in purchasing power, which set in in 1929, in- 
dustries in which there was normally a fair balance between 
facilities for production and the demand made upon those 
facilities by consumers, lost that balance. For the time being, 
there came to be this overhanging over-capacity in almost 
every industry, with the accompanying destruction of the 
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normal protective functioning of the competitive system. Prices 
and wages could not have been forced down more ruthlessly 
by the monopolization of all buying power into a single hand 
to accomplish that purpose. What was the immediate necessity 
of each producer, namely, to cut his price, to increase his 
volume, to try to reduce his overhead by getting a larger share 
of the inadequate demand, was diametrically opposed to and 
destructive of the interest of the industry and the interest of 
the public. The whole country, except for a few favored in- 
dustries dealing with necessities which had to be purchased, 
was caught in a vicious spiral of lowering prices, lowering 
wages and continued inroads into fixed and working capital. 
Credit, which is the most important part of our monetary 
structure, contracted and withered. Borrowers could not be 
expected to borrow when there was every prospect that the 
downward spiral would make it impossible to get a dollar 
back out of their operations. Lenders could not be expected 
to lend to concerns which were caught in the grip of this 
economic maelstrom. It was no help to the consumer to get 
something for nothing by buying below cost, when his employ- 
ment and earnings were being destroyed by this very practice. 

No individual concern, no matter how clearly it saw the 
devastating effects of what all were doing, could make any 
impression on the situation. The pressure of over-capacity on 
each unit to get as large a part of the inadequate demand as it 
could, in order to keep going at all, drove each along a course 
which obviously was collectively disastrous. Concerted action 
to check these destructive forces was the only way in which 
the situation could be met in this national emergency and this 
was the reason and justification for the National Industrial 
Recovery Act. 

A great effort such as this by a nation to stem the tide of 
disaster necessarily means an adjustment in the lives and in 
the businesses of particular individuals in order that the rules 
laid down may be applied universally. In the cotton industry 
the limitation of machine hours meant the shortening of hours 
of operation for numerous mills, particularly the largest ones, 
whose two-shift or three-shift operation very materially ex- 
ceeded the eighty-hour limitation. It also meant some shift- 
ing of employees from plants engaged in three-shift operations 
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to other plants, but the reduction in working hours so in- 
creased the opportunity for employment that the hardship to 
particular employees in making the shift was undoubtedly far 
less than if the industry and the country had continued on its 
downward course. Concerns which had been operating two 
long shifts or three shifts necessarily had to make an immedi- 
ate adjustment of their operations, but against this they have 
the indirect benefits of the codes in increased purchasing power, 
increased demand and the release of the industry from the 
destructive effects of over-capacity. 

Unlike some laws which are required in times of emergency, 
while this one brings some difficult readjustments to certain 
persons, it carries with it certain corresponding benefits to the 
same persons, as well as to all others. 

Dealing with over-capacity in this way does not mean any 
lessening or limitation on actual production. The restraints 
must always permit, as they do under the Cotton Code, the 
fullest measure of production that consumption can be stimu- 
lated to absorb. But the public must realize, if the NRA is to 
succeed, that uncontrolled over-capacity, in times of depres- 
sion, is Public Enemy Number One to capital, labor and the 
consumer alike. 
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DISCUSSION: CURRENT PROBLEMS OF UN- 
EMPLOYMENT AND RECOVERY MEASURES 
IN OPERATION? 


THE CHAIRMAN (Mr. Owen D. Younc): Now the meeting, 
under the rules, is open for discussion. I referred at the beginning 
to the fact that the Academy was like a football field. I don’t want 
you to take that too literally. The meeting is open for discussion 
if anyone wishes to discuss or ask questions which the speakers may 
or may not be willing to answer. 


Mr. Epwarp A. FILENE (President and Chairman of the Finance 
Committee, Wm. Filene’s Sons Co.; founder, Twentieth Century 
Fund) : In order to give Sir William the reception he expects from 
us Americans, I want to challenge him to make good his thesis that 
high wages are dangerous. I will give him a thousand dollars for his 
institution, which is one of the best in the world, if he will show 
that there isn’t a greater field for lowering costs by reducing the 
waste in any industry than by lowering wages; and he can pick 
his industries. I leave it to him with all his knowledge of industry 
and long experience of this sort of thing. 


CHAIRMAN YOUNG: Here is a chance, Sir William. If you don’t 
take it, some of us will. 


Sir WILLIAM BEvVERIDGE: I never said that high wages were 
dangerous. What I said was that it is possible for wages to be so 
high that they cause unemployment; that, I think, is quite un- 
deniable so long as you have a wage contract at all, which is a con- 
tract for the sale of labor. 


Mr. FILENE: That thousand dollars is good if you prove that. 


Str WILLIAM BEvVERIDGE: Well, I have no hope whatever of 
getting that thousand dollars from you in the time that is likely to 
be available. 


Mr. FILENE: You can have three months. 


1 This is an abstract of the discussion at the close of the morning session, 
following the addresses by Mr. Owen D. Young, Dr. Leo Wolman, Sir 
William Beveridge, Dr. Stanley King, Mr. Donald Richberg and Mr. George 
A. Sloan. 
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Sik WILLIAM BEvERIDGE: Oh, no, no. I will merely ask you to 
show what mysterious dispensation of Providence there is which 
makes the law of supply and demand not apply to labor. I would 
agree with you that there is probably no industry which cannot, 
given time, reduce costs and ultimately pay higher wages. Man’s 
power over nature is progressing. It is going to progress and we are 
going to get richer and richer; but if you say to me, not only are we 
ultimately going to get richer, but we are always so rich already that 
we can always afford to put up wages without causing unemployment, 
then I say I simply and wholly disagree with you. 


Mr. FILENE: I am saying we can’t afford not to put up wages 
because we are so poor. 


Sir WILLIAM BeEveERIDGE: Then I am afraid I can only disagree 
with you. 


Mr. FILENE: There ought not be a debate here, but I should like 
to get this point, because your statements will go all over our country 
and be quoted again and again, through many years, because you are 
a well known man, a man we listen to. We have a lot of people out 
of employment. The only way that we can get them back in em- 
ployment is by buying the goods, the surpluses, as we call them, 
that they produce, so there will be demand for more production and 
more distribution. We keep ourselves at work by our purchases. If 
we haven’t got wages high enough to buy as much as we produce, we 
put ourselves out of work; and that, in my shopkeeper’s judgment, 
is the cause of the depression now. 


Sirk WILLIAM BEVERIDGE: Will you allow me to give you one 
alternative way of increasing the prosperity of wage earners and 
reducing unemployment which does not depend upon raising wages? 
It is the way which we happen to have adopted in England in this 
depression, of reducing the rate of interest. That doesn’t sound 
as if it helped any workman, does it? Nevertheless in England it 
has made building, ordinary house building, far more possible than 
it ever was before. ‘The building industry is booming. People wha 
want to build, and not with government help, are borrowing money 
to build, and immediately they borrow that money, they pay it out 
in wages and it becomes real purchasing power, not sham purchas- 
ing power. That is the alternative. 


CHAIRMAN YOUNG: Are you depositing that thousand dollars with 
the Chair, Mr. Filene? 


[408] 


= 


No. 4] UNEMPLOYMENT AND RECOVERY MEASURES 4I 
Mr. FILENE: I will deposit it with you. 
CHAIRMAN YOUNG: Very good, sir. 


Mr. Louis C. MARBURG: May I ask Mr. Sloan a question in con- 
nection with the very interesting subject he raised regarding limita- 
tion of capacity? As I understand it, there is nothing in the Textile 
Code which would prevent modernization, installing more efficient 
machinery for old-fashioned machinery. I am wondering about the 
difficulty of substituting a modern machine for an old one. If 
the modern machine has twice or three times the capacity, must three 
old machines be put out of operation? Furthermore, as I under- 
stand it, there is no possibility of selling the old machines second- 
hand because probably nobody would get permission to operate 
them. Is that correct? 


Mr. GreorGe A. SLOAN: In my statement, I did not attempt to 
cover the matter of limitation on machinery but rather confined my 
remarks to limitation on machine jobs. As you know they are en- 
tirely different subjects. The former was covered recently in an 
amendment to our code. But as you have indicated the amendment 
does not provide a rigid control. Answering your last question, that 
would depend a great deal on the state of repair of the old machinery 
and the purpose for which it would be used. Permission would be 
granted promptly to operate second-hand machinery, as well as new 
machinery, if the particular installation was to be made for replace- 
ment or balancing purposes. Under the code it is permissible to add 
spindles to balance looms or vice versa. And indeed it would be 
possible under this provision even to build a new mill if the need 
existed. 


Mr. GeorGE SAnps: I should like to ask a question about high 
wages. Are not high wages a result of increased business, and isn’t 
the idea of producing prosperity by paying high wages a new idea, 
and would it not take very long to work out? 


CHAIRMAN Younc: I take it you are classifying Sir William 
Beveridge and Mr. Filene, one as an antiquarian and one as an 
ultramodernist. 


Mr. Sanps: Exactly so. It is not entirely clear to many minds. 
Can any light be thrown on it? 


Sir WILLIAM BEVERIDGE: May I very briefly try to answer that? 

I personally am one of the people who live by trying to sell to the 

public the idea that economics is a science. If it is a science, some 
of the old ideas in it are still sound. 
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I don’t want to say—I have never said—that high wages are a 
danger as such. I think that the American idea that the employer 
should aim at paying the highest possible wages he can is a very 
good idea and it is an improvement on the idea of many English 
employers. That doesn’t alter my conviction that at the time of 
depression the pushing up of wages is morely likely to slow down 
recovery than to hasten recovery, and for this reason, that in a 
depression what you haven’t got is enough real purchasing power 
in circulation, and merely rewriting wage rates doesn’t increase 
purchasing power. What does increase purchasing power is getting 
somebody to draw money from the banks or borrow money and 
use it in setting people to work. That can be done by encouraging 
the individual employer, as we have done in England, by lowering 
rates of interest; it can be done, as I am delighted to see that you 
are also doing in this country, by borrowing money by the govern- 
ment to start public works. I want to say that because I certainly 
don’t criticize—I strongly support—that policy. 


CHAIRMAN YouNG: I just suggested to Mr. Richberg that he 
might like to say a word in moderation. 


Mr. DoNnaALp R. RicHBERG: Whether I can serve as a moderator 
of this high wage discussion or not, I am inclined to try to agree 
with both parties here. It seems to me the whole question involved 
is one of relatives; high wages are high in the sense of the exchange 
value, we will say, for the products of other labor. 

One of the great difficulties that it seems to me we have been 
striving to overcome is the utterly irrational disparities in wage 
scales. I don’t think Sir William will disagree that this effort is a 
healthy policy because it makes for a broader and more healthy 
consuming market. As one who has had to do with wage scales 
from the standpoint of those who have tried to raise them from time 
to time, I would be the first to admit that it is entirely possible for 
the wage scales of a certain group to get so far out of line with 
other wage scales that, as a matter of fact, they destroy the markets 
for their own products. But, on the other hand, what we have 
started toward in this country particularly is an effort to prevent 
great fields of industry from operating on an absurdly low wage 
scale. Such a wage scale in fact permits of a large number of 
excess services which could be done away with—the wastes of which 
Mr. Filene speaks—and if you force the raising of those wage scales 
to provide a fair compensation for labor, it will be necessary for 
those who desire to sell the products to dispose of some of those 
wastes which are superimposed upon them. 
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Mr. J. Leo HonicMan: I believe everybody is convinced that the 
original cause of unemployment came from the subsidence in the 
production of capital goods. The people present might be inter- 
ested to hear a word from Mr. Richberg, taking advantage of his 
presence here today, and if it is not improper to direct the inquiry 
to him, as to what the chief impediments are to the distribution into 
circulation of a good part of the three-billion-dollar appropriation 
that has been put at the disposal of the public works administration. 


Mr. RIcHBERG: Of course, I could shrug my shoulders and say 
that the Administration of Public Works and the National Recovery 
Administration are separate entities, but I should like to say one 
word in answer to your request. I think that the major cause in 
the lag of the public works program is unavoidable. It is simply 
the amount of time which it takes to bring about the operation of 
a public works program. I believe, if I remember correctly, in 
Washington the other night Sir William Beveridge was giving me 
some comfort as to similar efforts abroad; the inevitable lag is due 
to the fact that you can’t put a public works program into operation 
overnight, in two weeks, or four weeks, or five weeks. It may take 
six months to get an adequate public works program going sufficiently 
so as to have its secondary effects upon the general welfare. In 
addition, under our form of government we have to face the diffi- 
culty of the separation of sovereignties, and the fact that although 
the Federal government is supplying the money for the public works, 
the greater part of the public works program was intended as a state 
program. Codperation between the Federal government and states 
is required, but it is obstructed by other factors of delay, the great- 
est of which probably is politics. We expected too great speed of 
action in a public works program. I can’t say that for myself, 
because the first time I had the opportunity to see the President after 
his inauguration, I did urge strongly the inauguration of a public 
works program on the very ground that it would take a comparatively 
long time to get into operation. The experience here has not been 
one of undue delay but of the ordinary delay which might have 
been expected. The hopeful thing in the situation is that the public 
works program is beginning at the present time to go into actual 
operation and not merely allocation. 


[Limitations of space preclude publication of the continuation of this 
discussion. Mr. Witt EcksTEIN, Jr. questioned Mr. RicHBerc regarding 
the possibility of effective action against design piracy. By suggesting that 
the breakdown of distribution and of consumers’ purchasing power, rather 
than any overproduction, was the real difficulty, Mr. James H. Case, Jr. 
elicited from Sir Wrim.tIAM BEvERIDGE a reaffirmation of his opinion con- 
cerning high wages.—Eb.] 
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PART II 
SCIENTIFIC PROGRESS, THE SHORTER WEEK 
AND UNEMPLOYMENT 


THE RECOVERY PROGRAM IN OPERATION? 


WALTER C. TEAGLE 


President, Standard Oil Company (New Jersey) ; former Chairman of the 
Industrial Advisory Board, National Recovery Administration 


DU veer ao of this Academy are always noteworthy, 


yet I doubt if it has ever held sessions comparable 

to this gathering in possibilities of benefits to follow. 
This because we are passing through an unprecedented era of 
political and sociological experiment. We need more clear 
thinking and frank discussion. Those equipped by training or 
special opportunities to keep informed can render a great 
service to the rest by giving us the benefit of their views. 
Never has so large a portion of our people been seriously 
interested in public affairs. I am quite certain that there 
never was a time when they were so anxious for guidance. 

Some of the reasons for the public’s confusion might be 
set forth briefly here without prejudice to the speakers who 
are to follow. 

The eighth month of a new Administration, elected by an 
overwhelming plurality on the platform of giving the people 
“a new deal” has just ended. No one can say that the 
promise has not been fulfilled. _Momentous changes have 
tumbled over each other’s heels. President Roosevelt was in- 
augurated in the very hour that our principal bulwark of 
business stability, confidence in the banks, was crumbling. For 
more than three years we had seen liquidation, reduced manu- 
facturing and commercial activity, disappearing employment, 
and loss of faith — panic and its aftermath. The electorate 


1 Introductory remarks at the Second Session of the Annual Meeting. 
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decided that it was time to change the pilot and try a new 
course, even though it led us into uncharted seas. 

So, in a period of a few months, we have thrown overboard 
theories of government, business and finance, which have been 
followed so long as to have achieved the dignity of fixed laws 
of conduct. Structural changes in the political economy of 
the United States are still being made, and it is too early to 
comprehend their full purport. With these intentional changes, 
taking place more or less according to plan, are others, some 
of them just as serious, which are consequences. They are by- 
products of the experiment, unforeseen and even less under- 
stood, and when their effect is felt still other changes must 
be made to counteract them. 

Let us recall some of these new departures. We abandoned 
the gold standard, and made possession of more than $100 in 
gold illegal. We paid farmers government millions to plow 
back their ripening crops. We made it both profitable and 
patriotic to destroy a percentage of our great Southern export 
staple—cotton. We killed hundreds of thousands of pigs that 
they might not fulfill their destiny and become hogs. 

We have appropriated thirty-three hundred millions of 
dollars for public work, the need for which was not apparent 
but had to be created, and then set about persuading com- 
munities to ask for this money and discover ways of spending 
it. We passed a stringent law to control new security issues. 
We have legalized beer and voted repeal of the Prohibition 
Amendment. We set up agencies to protect home-owners 
from foreclosure under mortgages, and to codrdinate the rail- 
ways. No invention has been rejected if it promised to make 
for recovery. Granting immunity from the anti-trust laws, 
we have invited community of action by industries. The NRA 
has asked business to set up codes of fair practice and to agree 
as to how much to produce, how long to work and how much 
to pay employees. 

And who can say as yet which of these measures is sound 
and which unsound? We were going to pieces waiting for 
events to shape themselves for our salvation; we have made 
some marked gains, notably in employment and business 
activity, since we began struggling against the forces that 
were pulling us under. So far, so good. 
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No one can foretell ultimate consequences of our venture 
into the socialization of business. We are on a new road, a one- 
way street by which we can never return. Fortunately we are 
not bound permanently to those things which time may demon- 
strate have been mistakes. We can modify policies, and un- 
doubtedly shall as the need develops, but we can never go 
back to the positions we abandoned under the New Deal. Our 
economic Humpty-Dumpty of 1929 has been pushed off the 
wall, and all the king’s horses and all the king’s men can’t 
put him together again. 

Our struggle to reorganize production and distribution so 
that all men may earn a living in agriculture, in the profes- 
sions, in railroading, in finance and industry, or in whichever 
of the countless activities the people engage, must succeed, and 
to succeed the recovery effort must command universal support. 
The new program is not a porous plaster which, laid on the 
afflicted spot, will drive out the depression aches. It is not 
enough for the physician to prescribe. The patient should not 
only take his medicine, but make a real effort to get well. If 
business is to run itself, as contemplated in the act, then busi- 
ness men must take the initiative in regulating their own affairs, 
to the end that interference by government may be restrained 
to the minimum. 

Those who are becoming impatient with accomplishments to 
date must understand that the program is incomplete. General 
Johnson said at Chicago that the President had gone about 
twenty-five per cent of the way in bringing us up from the 
March fourth low. In the background of all our troubles is 
the need for a more equitable distribution of the rewards of 
industry. Our productive capacity over the past three decades 
has run ahead of consumption because purchasing power has 
not broadened sufficiently to take in all classes. Farmers and 
the lower-paid wage earners should have participated more 
liberally in the enjoyment of benefits from the release of man- 
power by the machine. 

Revamping a nation’s distribution to bring about such ideal 
results is a gigantic and slow-moving task in economic re- 
organization. In the process we must avoid half-thought-out 
departures from the established order, but we must not oppose 
change merely because it inconveniences us. I am convinced 
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that Washington does not want to run private business. It 
cannot favor measures that would destroy individual initiative 
and standardize all producers. 

The President has the determination to drive ahead on lines 
that many critics told him were dangerous. He will have the 
courage to recede from positions that are untenable. He has 
sanctioned the inauguration of price-fixing in the petroleum 
industry unless, as I am confident will be the case, it is shown 
to be economically unsound and even dangerous in the public 
hearings which start next week. He himself recognized the 
hazards in price-fixing when he refused in clear and logical 
terms the demands of five Western governors for rationing and 
price-fixing for agricultural products. Of course, we cannot 
have price-fixing in one industry and artificially stimulated 
profits, without appeals from every other industry for like 
subsidies. It is apparent that President Roosevelt is feeling 
his way by trial and error to a more equitable distribution of 
the national income, and more power to him! It is the one 
ultimate insurance of human welfare and community prosperity. 

While there have been some setbacks, there is not sufficient 
reason in anything that has transpired to date to make us dis- 
couraged at our inability ultimately to achieve success. 

If I speak of the setbacks, it is only the better to emphasize 
the constructive accomplishments of the NRA program. Under 
the pressure for action there had to be mistakes. It could not 
have been otherwise. The wonder is that there have been so 
few, and those not more serious. 

Remember that there was no Federal department already 
staffed and running smoothly to take on the tremendous task of 
administering the NRA. A complete organization had to be 
assetnbled, instructed and placed in positions practically over- 
night. While the NRA was still nothing but a law and an 
idea, the public expected an almost immediate end of troubles 
which had been accumulating for four years. Disappointment 
naturally followed. 

Commanding the situation in NRA, working as I doubt if 
any leader ever worked before in time of peace, meeting new 
problems of magnitude each hour, combating opposition from 
the ablest advocates of every contrary proposal, was the man 
selected to direct the recovery program. I am glad of an 
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opportunity to pay tribute to the courage and energy of General 
Hugh S. Johnson. 
Probably the two most general criticisms of the NRA are: 


First—that it has brought about price advances that have 
outrun the gain in individual incomes, and 

Second—That it has been conducted largely for the benefit 
of organized labor. 


There seems to be ground for argument as to whether prices 
have outrun increased earnings, if we consider aggregate earn- 
ings rather than individual cases. If they have, I do not see 
how it could have been prevented. We could not provide a 
fund for new wages for more than three million men and 
women long out of work, without taking it largely from those 
already in jobs, or adding it to the prices of goods produced. 
If a business, without enjoying any increase in volume, adds 
more workers, it will either have to spread the cost of the 
additional labor over the old payroll, or add the wages of the 
newly employed to prices. No doubt prices have gone up too 
rapidly, and too far in some cases—a situation which will be 
corrected eventually by competition even under code require- 
ments. As business recovers the lag in earning power behind 
living costs should disappear. 

As to the second criticism, we must bear in mind that a well 
organized minority obtains more than an unorganized majority, 
and that all workers did not share in the success of industry in 
the good years. An important provision of this act gives 
labor a voice in questions concerning its own welfare. The 
much discussed paragraph 7-A specifically provides for col- 
lective bargaining. There exist only two important agencies 
for this. One is the trade unions, with something over 4,000,- 
ooo members already firmly established in many industries. 
The other is industrial representation, or self-government by 
employees who ballot for the election of their own representa- 
tives to meet with management. Something like 1,500,000 
workers have been operating under this plan. It will be seen 
that the total of those in labor unions and those under repre- 
sentation plans is but a smaJl part of the nation’s workers, so 
that if the others should have occasion to indulge in collective 
bargaining they would have to create an organization or enroll 
under the already existing trade union of their craft. The 
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American Federation of Labor seized the opportunity for the 
organization of workers in hitherto non-union plants. No one 
could reasonably object to this. 

It is regrettably true that a consequence of the misunder- 
standing of 7-A has been an epidemic of strikes. These re- 
sulted in most instances from over-eagerness to experience the 
benefits promised. In some instances, the enforced reduction 
in hours brought about loss in weekly pay. In others, hastily 
formed local unions made immediate demands to demonstrate 
their existence and their strength; when these were not im- 
mediately complied with, the local leaders precipitated strikes. 

This situation led to the creation of the National Labor 
Board as a tribunal and board of mediation to facilitate adjust- 
ment of differences. In almost every case submitted there 
was not a real occasion for a strike because the troubles were 
of a character which a correct understanding of the 7-A 
section of the act could have ironed out. As an employer, I 
believe that management has been wrong as often as labor, in 
precipitating lockouts and strikes. A proper concern for the 
rights of the workers and the maintenance of some form of 
contact through which they could bring their problems to 
management would have been in most cases the means of keep- 
ing disagreements from reaching formidable proportions. 

Labor troubles, discontent in the agricultural sections, pro- 
tests of consumers over price increases and delays in completing 
codes are all symptoms of the difficulties of readjustment. They 
do not prove it a failure. We must meet these troubles and 
strive to correct them, without mistaking their correction for 
the larger objective of a better planned and balanced industrial 
system under which we can build for the future. 
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REMARKS BY THE CHAIRMAN (Mr. WALTER C. TEAGLE) : 


On several occasions we have been privileged to see our United 
States through the eyes of a friendly, if critical, British cousin. Mr. 
Harold Butler has paid us three visits before this one. He came first 
as Secretary General of the First International Labor Conference, 
back in 1919. Again in 1926 he was here to be amazed at our 
prosperity. His third journey was made in 1930 and the condition 
of the United States at that time was reflected by the title of his 
report, which was ‘“‘ Unemployment Problems in the United States.” 

Mr. Butler was Under-Secretary to the British Ministry of Labor 
during the War. From 1920 to 1932 he was Deputy Director of the 
International Labor Office, which, as most of you know, is the 
Labor Bureau of the League of Nations. Last year they dropped 
“ Deputy ” from his title and made him Director. 

It is a piece of very good fortune that Mr. Butler could come here 
today to speak to us on the human and social effects of mechanization. 
Mr. Butler! 
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SOCIAL ASPECTS OF SCIENTIFIC PROGRESS 


HAROLD B. BUTLER 
Director of the International Labour Office 


T is characteristic of the strange times in which we live that 

| at the meeting of the British Association last September, 

Sir Josiah Stamp, who is not only an eminent economist, 

but also a leading figure in the ranks of big business, should 

have chosen for the title of his address: ‘‘ Must science ruin: 

economic progress?”’ Imagine the shock that such a title 
would have given to his Victorian grandfathers! 

In the nineteenth century both economists and business men 
devoutly believed that science was the source of all progress, 
and most of all of economic progress. They would have rubbed 
their eyes in blank bewilderment at the idea that science could 
possibly thwart the advance of material prosperity. Nothing 
in their experience had ever occurred to suggest such a possi- 
bility. They had seen the steady growth of wealth and well- 
being gradually extending, if in very unequal measure, to the 
whole population. They had seen the burden of grinding 
manual labor progressively relieved by mechanical invention. 
They had seen the means of transport and communication 
revolutionized by the application of steam and electricity. 

All these and many other gifts had been bestowed by science 
upon humanity. What reason could there be to suppose that 
this beneficent process would not continue indefinitely? How 
could science check, let alone ruin, economic progress? 

Even thirty years ago such a paradoxical idea would have 
appeared fantastic to most people. It was still believed, and 
on the whole believed rightly, that the constant change pro- 
duced by scientific invention was a self-adjusting process. 
Though the hand-weaver might be displaced by the power- 
driven loom, he would soon find another job, probably as a 
weaver, or if not, in some other of the numerous occupations 
called into existence by the progress of material civilization. 
Though temporary unemployment no doubt existed, until the 
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last years of the nineteenth century it had not attained sufficient 
dimensions to become a recognized social problem. Broadly 
speaking, scientific progress moved evenly forward without 
producing any marked social dislocations or disturbances. Its 
benefits to society in the shape of expanding wealth and com- 
fort were so obvious and so widespread that in the eyes of 
reasonable men science and economic progress were naturally 
regarded as indissolubly and eternally linked. 

What has occurred, then, to induce discerning and well- 
informed people like Sir Josiah Stamp and many others, not 
merely to doubt that science and economic progress necessarily 
go together, but even to suggest that they may be mutually 
incompatible? 

In seeking an answer, we may perhaps begin by taking a 
simple but significant fact. During the last three years there 
has been a decline in the average standard of living in most 
industrial countries. There are various indications which 
suggest this conclusion—the huge number who have been 
unemployed and reduced to a bare subsistence level, the fall, 
not only of nominal, but also in many cases of real wages of 
those still at work, and the drop in national incomes wherever 
they have been measured. 

Until the present depression set in, the world as a whole and 
almost every individual country had become accustomed to 
expect a steady expansion of the national income and with it a 
more or less rapid improvement in living standards. This 
meant that labor conditions were being lightened, hours of 
work reduced, the opportunities for leisure increased and the 
means to enjoy it made available, as wages left a growing 
margin above the level of mere subsistence. 

During the last three years there has been a serious decline 
in the national income of most countries. In Germany and the 
United States it has, according to recent calculations, been 
nearly cut in half. Great Britain and other countries have 
suffered very substantial losses. There is, in fact, no doubt 
that the general standard of living throughout the world is 
considerably lower than it was three years ago. 

Why is this? How is it possible that this disastrous and 
unexpected regression should come about just at a time when 
science is making tremendous strides in every field, when 
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mechanical invention is cheapening and facilitating every kind 
of production, when the use of newly-discovered methods of 
cultivation, breeding and seeding has greatly enhanced pro- 
ductive power in every department of agriculture? Is it in 
spite of science that this disastrous check to economic progress 
has occurred? Or is it in some mysterious way because of 
science? That is the puzzle which we have to solve. 

We may perhaps get some light on the problem if we begin 
by considering the effects of scientific discovery upon economic 
life. Its most far-reaching consequence has been to convert 
first industry and later agriculture from a placid stream to a 
rushing river, or if one wishes to use the correct jargon, from 
static to dynamic processes. If one harks back to the ages 
before scientific discovery began, one realizes that in the old 
days there was little fluctuation in economic affairs. Each 
community was largely self-sufficing. It grew nearly all its 
own food and manufactured nearly all its own products. The 
general level of comfort of the mass of the population varied 
little from century to century. A bad harvest might bring 
them temporarily near starvation, but no permanent improve- 
ment was likely to occur over any short period of time. A 
few additional luxuries might become available to the upper 
strata of society, but there was very little economic or social 
progress. In Egypt the peasant is using the same primitive 
implements and methods of irrigation that he used in the time 
of the Pharaohs, and his standard of living is probably about 
the same. The artisans are weaving and pressing cloth, 
hammering iron and copper, in precisely the same way as they 
did a thousand years ago. As a result, none of them enjoy 
plenty or leisure, though very few are acquainted with actual 
want and practically none with unemployment. Last year I 
visited an Egyptian town of 30,000 inhabitants without a single 
European or a single bank, but also without a single man out 
of work. The primitive standards and the primitive economic 
organization of the Middle Ages had resisted the depression, 
while in the cities the European factories were running short 
time and hundreds were unemployed. 

The introduction of science has converted the slow even 
flow of economic life into a tearing torrent. In the industrial 
countries, standards of food, housing, leisure and intelligence 
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have changed beyond recognition in a few generations after 
remaining at a consistently low level for centuries. Only two 
hundred and fifty years ago, as Macaulay puts it, “‘ farmers and 
shopkeepers breakfasted on loaves, the very sight of which 
would raise a riot in a modern workhouse’’, and “ men died 
faster in the purest country air than in the most pestilential 
lanes of our towns”. During the last eighty years since 
Macaulay wrote, we have, as he foresaw, gone further ahead 
to an extent which we hardly realize. Progress born of 
science has continued to drive forward with ever-increasing 
velocity, but contrary to the assumption on which we have 
been hitherto explaining the process, we are now painfully 
discovering that there is a speed limit. While it remains just 
as true as before that science is the source of economic and 
social advancement, it appears that the rate of transformation 
which it produces cannot be indefinitely accelerated. If the 
tempo of change becomes too rapid, economic progress may 
become self-arresting instead of self-adjusting; and the social 
benefits of increased productivity may be destroyed by counter- 
vailing social evils. Perhaps I may be allowed very briefly to 
suggest how this has happened. 

It is obvious that with every change the economic structure 
becomes more complex. When new powers of production are 
put into use, whether they be derived from power-driven 
machinery or improved fertilizers or some other utilization of 
scientific method, an economic equation is destroyed and a 
new balance has to be struck between production and con- 
sumption. More of some kind of product can be produced than 
formerly, but this additional production is useless unless 
additional consumption is forthcoming to absorb it. As new 
wealth is created, it must be passed into circulation, if it is 
to be fruitful and reproductive. 

At first, industrial development required readjustments 
within the community, but it soon overflowed national bound- 
aries and gradually built up an infinitely complicated network 
of international exchanges. The maintenance and extension of 
this network was the condition of further progress. In other 
words, a redistribution of wealth was effected within national 
areas, which enabled living standards to be raised and con- 
suming-power to keep pace with intensified production. Thanks 
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to quicker and more extensive methods of transportation by 
land and sea, it became possible to extend this process to the 
world at large. What we now call “ world markets” were 
opened up; that is to say, the creation of wealth and its 
redistribution soon became a world-wide instead of a merely 
nation-wide process. 

The system of international exchanges became more and 
more elaborate. It depended for its stability upon a delicately 
balanced system of international finance and the observance of 
certain rules for the proper regulation of the flow of credit and 
commerce. In fact, there is now no country which does not 
depend in a greater or lesser degree on the buying power of 
every other country, with the result that any serious disloca- 
tion of the machinery of wealth distribution and exchange pro- 
duces not a national or a continental, but a world-wide disaster. 
It is from just such a dislocation that we are now all suffering. 
Until the system of international exchanges is restored at its 
old level, we shall not regain our old level of prosperity, but 
we shall inevitably drop back to lower standards of life. 

It would, however, take me much too far to attempt any 
general analysis of the causes of the depression. I am mainly 
concerned with causes of disequilibrium in industry itself. 
Here it is plain that the increased facilities of production which 
science increasingly offers are a barren gift, unless the power 
of consumption grows in a corresponding measure. Through 
the application of innumerable inventions put at the service of 
production by the engineer, the chemist, the physicist, the 
botanist and so on, we have reached the point when enormous 
quantities of the same articles can be rapidly and cheaply pro- 
duced and at the same time an infinite variety of types and 
qualities of article. Each of these inventions necessitates some 
measure of readjustment if equilibrium is to be preserved. 
The spread of mass production requires a parallel spread of 
mass consumption to render it a paying proposition. What 
were luxuries produced only for the opulent few a generation 
or two ago, can now be manufactured by the million; but it 
cannot pay to do it unless the millions have the money with 
which to buy them. 

When we talk about “ overproduction ”, therefore, what we 
usually mean is that more is being produced than people can 
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buy, not more than they want. It is of course fantastic to talk 
about the “ overproduction ’”’ of wheat and coffee, when there 
are millions previously accustomed to eat bread and drink 
coffee daily who are now unable to afford either. It is equally 
absurd to speak of the “ overproduction ” of boots and clothes, 
when there are millions who are unshod and half-clad. 

The real truth is that consumption has failed to keep abreast 
of production. The redistribution of the new wealth created 
has not taken place smoothly and swiftly enough to maintain 
the balance. We have somehow failed to adapt the economic 
system sufficiently rapidly to be able to exploit successfully all 
the new facilities which science has placed in our hands. The 
result has been a breakdown. We are now trying to patch up 
the machine by various expedients. Let us very briefly look 
at some of these expedients. 

In the first place, attempts are being made to restrict pro- 
duction by national or international agreements. We are 
trying to slow down the output of all kinds of necessary things. 
We are telling the farmer and the manufacturer that it is no 
use of their trying to produce all the things that people want, 
because they just can’t buy them. 

Such measures are probably necessary as emergency meas- 
ures, but they are no final solution of the problem. Ultimately 
we have got to increase the purchasing power of those who 
want things, so that they can buy everything that the farmer 
and the manufacturer are equipped to produce. The new 
balance must ultimately be struck at a point of higher con- 
sumption and not of lower production, if economic and social 
progress are to be maintained. 

It is in that direction that the thoughts of statesmen and 
economists are more and more consistently turning both in the 
United States and in Europe. They start from two funda- 
mental facts, which demonstrate beyond question the state of 
disequilibrium into which we have fallen. The first fact is 
that wealth is not circulating freely; the second fact is wide- 
spread unemployment. These two facts are, of course, not 
unconnected. They are different aspects of the same problem; 
but for the purpose of convenience we may consider them 
separately. 

Although it is difficult to form any precise estimate of the 
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amount of money lying idle in a particular country at any 
given time, this is generally admitted as being one of the 
marked features of the present depression. Anyone in touch 
with the stock exchanges of the principal countries knows how 
widespread is the nervousness of investors and how reluctant 
they are to venture their money under present conditions. 
There is no doubt that in most countries with large capital 
resources there are considerable reserves of credit at present 
unused. The Preparatory Committee of Experts reported to 
the World Economic Conference that “ available credit has not 
disappeared ; on the contrary, there is an abundant supply but 
it is not being used ”’. 

As long as a large part of the wealth of a country is lying 
idle, it is obvious that business must remain slack and the level 
of unemployment high. In Europe during the last six months 
there have been distinct signs of recovery in most countries. 
More money has been moving. The exceptionally fine summer 
no doubt played a considerable part in tempting people to 
spend on holidays and travel cash that would otherwise have 
been hoarded. But investment is still at a low level. There 
is not enough confidence to induce people to risk their money 
in new enterprise, with the result that unemployment, though 
reduced, is still high and millions of men who would be buyers 
were they earning wages, remain idle and consequently a drag 
on the recovery of business. It is to meet this situation that 
here and in many European countries large programs of 
public works have been drawn up, usually financed by public 
borrowing. ’ 

In Italy, something like two billion lire ($153,239,430) a 
year has been expended on public works during the last four 
years on electrical development, land reclamation and so on. 

In Sweden the government has arranged to spend about 290 
million kronor ($67,394,360) during the present financial year, 
which it hopes will secure employment, directly or indirectly, 
for about 100,000 out of the 150,000 workers who are out of 
employment. 

In Great Britain, loan expenditure on electrical and tele- 
phone development, road construction etc. has amounted to 
sums ranging from 100 to 150 million pounds ($456,338,000— 
$684,507,000) a year during recent years, and public authori- 
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ties are now being encouraged to raise loans for the purpose 
of slum clearance. 

In Germany, an elaborate program providing for the ex- 
penditure of 1,200 million marks ($414,084,500) has been 
approved this year, in addition to other schemes already under 
way. The program of public works includes schemes of agri- 
cultural colonization, allotments, repairs to public and private 
buildings, water, gas and electrical development, and so on. 
Similar schemes have been undertaken in many other countries, 
including Australia and Japan. 

The object of these operations is to pump money back into 
circulation which would otherwise lie sterile and unproductive. 
As the attractions of private investment do not provide enough 
steam to work the pumping machinery, as they would in 
norma] times, the state has to supply the power. This expedi- 
ent for restoring balance is really being systematically tried 
for the first time. It has long been advocated by the Inter- 
national Labour Organisation and was strongly urged by its 
representatives at the World Economic Conference, where they 
found themselves in entire agreement with a resolution on the 
same lines put forward by the United States delegation. 

The Conference decided to appoint a committee to study the 
whole question internationally, but in the meanwhile vigorous 
efforts are being made in the U.S.A. and in many European 
countries to institute large public works programs with the 
object of getting money back into circulation and incidentally 
restoring large numbers of idle men to useful work and 
effective purchasing power. 

But this expedient, though fruitful, will not by itself redress 
the balance and solve the unemployment problem. The tre- 
mendous pace of scientific progress has set up more profound 
dislocations in the industrial structure, which will not be re- 
moved in any short space of time by purely financial measures. 
Even when the upward movement of prices and employment is 
once more in full swing, we shall certainly find that there are 
still further readjustments to be effected before we once more 
return to an even balance between producing and consuming 
power, between the desire for work at good wages and the 
need of industry for workers. When the depression has lifted, 
we shall inevitably find that the weight of technological un- 
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employment is still on our shoulders. In a country like Great 
Britain, where the rate of technical change has probably not 
been so rapid as in the United States or in Germany, the Prime 
Minister stated not long ago that when trade and industry re- 
covered their normal momentum, there would in all likeli- 
hood still be two million persons, or about one-sixth of the 
wage-earning population, out of work on the average. There 
is no reason to expect a more favorable situation in other 
countries, allowing for variations in the intensity of their 
mechanization and industrialization. It was reckoned that in 
Germany at least 1,000,000 of those out of work last winter 
had been displaced by technical improvements introduced in 
the last few years. 

It is unnecessary to cite the abundant evidence which now 
exists to show that in the last decade technological displace- 
ment has, on the whole, proceeded more rapidly than reabsorp- 
tion into new or expanded industries. In other words, we 
have not succeeded in keeping pace with the changes which 
science has brought about. As Sir Josiah Stamp says: 
“Every scientific innovation alters the centre of gravity of 
collective demand”. In the end human life can and will be 
richer, ‘‘ but the pain and waste of the disturbance has to be 
debited to the gain before the net balance is progress”. We 
are at present out of gear. Our economic and social develop- 
ment has lagged behind our technical achievement. Still 
further expedients are needed to reconcile human happiness 
with our mechanical progress. Unless that reconciliation takes 
place, not only will no new balance be struck, but political 
upheavals may still further derange the system which we have 
built up. In the long run, a society equipped with every con- 
ceivable comfort and convenience of civilized life cannot stand, 
if any large section of its citizens are still haunted with the 
fear that they may not be able to procure the elementary 
necessities of life. For that reason, the discovery of the new 
balance is not only an economic but also a human or social 
problem. 

We may therefore look at some of the further expedients 
now in the way of adoption. It is evident on all hands that 
less human labor is progressively required to produce a greater 
volume of goods and services. This means that humanity is 
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not only able, but forced to enjoy longer periods of leisure. 
The question is whether that leisure is to be demoralizing or 
profitable, whether it is being rationally or irrationally distri- 
buted. There is plainly no need for men to be idle, while 
children are prematurely harnessed to toil and are deprived 
of their full education. In most civilized countries the age 
of employment has been gradually raised during the last 
hundred years to fourteen years. Under the Industrial Codes, 
the United States has taken a great step forward and fixed the 
age at sixteen. I believe that in time that example will be 
generally followed. It is only another step forward along 
the road we have been following since the dawn of the in- 
dustrial era. 

The length of industrial life is also being shortened at the 
other end. Most of the evidence available shows that when 
the elderly worker is displaced, his chances of fresh employ- 
ment are increasingly precarious and that if he gets a job, it 
is usually on a lower level. Moreover, the age of efficiency is 
being lowered in proportion as the skill and speed required by 
the machine become more exacting. The man of fifty is now 
too old for many occupations, which were still within the com- 
pass of the man of sixty a generation ago. Hence the rapid 
extension of systems of old-age pensions. 

This year we drew up an international convention on the 
subject at Geneva and we found that there were already fifteen 
countries that provided insurance against old age. Medical 
science is prolonging the average span of human life just at the 
time when mechanical science is curtailing the years of in- 
dustrial efficiency. These twin consequences of scientific 
progress present a social and economic problem of undeniable 
difficulty and magnitude, but its solution is an indispensable 
element in that readjustment which we are now undertaking. 
We have to learn how to make the leisure won by the machine 
pleasant and profitable instead of painful and degrading. 

Finally, it is becoming clear that the old daily and weekly 
limits of work are becoming out of date. As a British in- 
dustrialist expressed it recently: “ We are not yet in sight of a 
technocratic sixteen-hour working week, but there is never 
again going to be full-time for all”. That fact is being slowly 
and more generally recognized. The question is whether all 
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are to work part of the time, or whether some are to work all 
the time, leaving the remainder in idleness. 

It is not really a new problem, but again only a further step 
along an old road. In the last hundred years, hours of work 
have been progressively reduced from 12 to 14 hours a day to 
something round about 8. That progressive reduction has 
been one of the corollaries of scientific progress, which is now 
pushing us to the next stage. A year ago the International 
Labour Organisation took up the question of a shorter working 
week. We had a first discussion at our conference in June, 
and next summer we shall see whether the time is not ripe to 
establish a shorter working week by international agreement. 

In the meanwhile, a bold lead has been given in this country. 
The logic of the present situation has been courageously faced, 
and a shorter week prescribed for every branch of American 
industry. There are great difficulties to be overcome, but I 
believe that they will be overcome, and I doubt whether the 
old working hours will ever be restored. To establish shorter 
hours internationally will be even more difficult, as there are 
wide differences between the conditions prevailing in different 
countries; but I believe that the change will come, perhaps 
gradually and piecemeal, but in the end inevitably. 

Such, very summarily stated, are some of the expedients 
which are now being tried to remove the dislocations of the 
economic machine which the speed of scientific progress has 
produced. This process of readjustment is not a finite but an 
unending process. If we are to avail ourselves of the new 
powers and possibilities which science is constantly putting 
within our reach, we must become accustomed to thinking of 
our social and economic system not as something fixed and 
immutable, but as requiring indefinite elasticity in order that 
it may be progressively adapted to the changes which crowd 
upon us. To quote Sir Josiah Stamp once more: “ We have 
no adequate technique of change. We treat life as mainly 
static with occasional and exceptional periods of change, 
whereas we must learn to look upon it as continuously changing 
with occasional and abnormal periods of rest—and we have 
to secure all the changes of social outlook implied by that 
reversal of view”. The need for such a new outlook is per- 
haps the great lesson of this depression. In so far as we 

[429] 


62 UNEMPLOYMENT AND RECOVERY MEASURES  [VoL. XV 


acquire it, we shall succeed in carrying through the profound 
readaptation of our social and economic organization, which 
will alone enable us to harness the achievements of science to 
the service of human progress. 


REMARKS BY THE CHAIRMAN (Mr. WALTER C. TEAGLE) : 


Some fifteen months ago, as a result of my advancing my views 
too vigorously, a group of business men handed me a very difficult 
job. This was to popularize the idea that the way to relieve un- 
employment was for employees to go upon a shorter week. The 
idea was regarded as highly revolutionary and met with strong 
opposition from many employers; nevertheless, it made such head- 
way as to create openings for about a million who had been out 
of work. 

Within the last three months it has been gratifying to see many 
of the large employers who were adamant in refusing to go along 
with the short week idea, enthusiastically enrolled under the Blue 
Eagle and putting all of their workers on a forty-hour week or less. 
Obviously such a drastic change in working conditions has certain 
significant economic implications. What they are I do not believe 
many of us have determined. One gentleman, however, has fol- 
lowed this through and it is with anticipation of great enlighten- 
ment that I introduce Sumner H. Slichter, Professor of Business 
Economics at Harvard University, who will discuss this most im- 
portant new phase of industry. Professor Slichter! 
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IMPLICATIONS OF THE SHORTER HOUR 
MOVEMENT 


SUMNER H. SLICHTER 


Professor of Business Economics, Harvard University 


I 


HE severity and duration of the present depression have 

made the problem of absorbing the unemployed more 

urgent than ever before. The principal purpose of 

the shorter working week is to accelerate the absorption of the 

unemployed. How effective is it likely to be in accomplishing 
this purpose? 

During the last six months unemployment has been reduced 
by about 3,500,000. Rough estimates indicate that perhaps 
half of the gain in employment is attributable to the reduction 
in working hours. Consequently, the shorter working week 
has already made a major contribution to the reduction of un- 
employment. At the present, however, restrictions on hours, 
either by codes or the President’s Reémployment Agreement, 
are in fairly universal effect. The prevailing limitation is 40 
hours a week. It is safe to say, therefore, that the effect of a 
40-hour week upon employment has been pretty completely ex- 
hausted. And yet probably 7,000,000 employable men are 
without jobs." These 7,000,000 can be absorbed only by still 


1 Accurate information in regard to the volume of unemployment is not 
available. It is clear, however, that the absorption of the unemployed by 
the springing up of thousands of small business enterprises during the 
depression has been large. The growth of such enterprises is not reflected 
in the current indexes of employment. Furthermore, many thousands of 
persons are making a living by going into the taxicab business or trucking, 
or by opening small coal mines or returning to farming. The number of 
jobs created in these various ways may well exceed a million, but data for 
making an accurate estimate are not available. Much of the employment 
obtained in these ways may be regarded as emergency employment because 
the earnings are meagre and most of the persons engaged in it intend to 
shift back to other work as soon as business revives sufficiently. 
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further reductions in the working week or by a revival of 
business. 

No one would challenge the possibility of absorbing large 
numbers of unemployed by reducing hours, provided the ques- 
tion of wages were not also involved. The National Recovery 
Act, however, is based on the principle that wage earners shall 
be compensated with higher wages for at least a part of the 
reduction in hours. And quite aside from the law, wages are 
inextricably linked with hours, for reductions in hours without 
some compensating wage advances would produce labor 
trouble. Indeed, the rapid spread of labor organization during 
recent months is partly attributable to the fact that for many 
thousands of wage earners the reduction of hours has meant 
another cut in earnings. Because of the close connection be- 
tween wages and hours the question of how far jobs can be 
increased by reducing hours becomes a question of industry’s 
ability to bear a further increase in operating costs. 

The National Recovery Act, however, is based on the theory 
that higher wages do not interfere with the creation of employ- 
ment. On the contrary, higher wages are said to increase the 
number of jobs by raising the demand for goods. This view 
is reflected in a speech by Senator Wagner, Chairman of the 
National Labor Board, before the recent convention of the 
American Federation of Labor in which he said that the large 
volume of unemployment requires that code hours must be 
reduced and code wages raised. It is also reflected in a recent 
interview of the Secretary of Labor in which she stated that 
unless independent forces accelerate recovery, hours would have 
to be further reduced and wages raised. 

I wish that it were true that all one needs to do in order to 
increase employment is to raise wages. Most of our economic 
troubles could then be easily banished. But the Lord took 
only six days to make the world and He seems to have left it 
imperfect in many respects. At any rate, it appears to be true 
that in a given state of demand the quantity of goods which 
an enterprise can afford to make, and consequently, the amount 
of labor which it can afford to buy, diminish as labor becomes 
more expensive. In addition, the volume of spending by busi- 
ness enterprises depends in large measure upon the success of 
business men in discovering profitable ways of changing 
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methods or products. Subject to certain exceptions, it may be 
said that the higher the cost of making changes in methods or 
products, the greater difficulty business men have in discover- 
ing changes which can be profitably made. Perhaps it is a 
grave indictment of our economic institutions that the demand 
for goods drops and millions of men lose their jobs whenever 
business men discover fewer ways of making money. Never- 
theless, this is the kind of economic system we have and in 
judging the possibility of increasing jobs by reducing hours 
and raising wages, we must face the fact that wage advances 
which do not reflect increases in the demand for goods are 
almost certain to diminish employment. 

I say ‘‘ almost certain’ because under some conditions em- 
ployment may not be diminished. The relation of wages to 
the demand for goods is more complicated than economists 
have been wont to assume and depends upon more variables 
than they have been accustomed to take into account. Conse- 
quently, I am not able to agree with those who are certain that 
the National Recovery Act, which sought to bring about busi- 
ness revival by increasing the cost of doing business, was a 
crazy attempt to raise ourselves by our own boot straps. 
To be sure, under ordinary conditions an attempt to stimu- 
late business by increasing operating cost might well be 
regarded as madness. But conditions in the early spring of 
1933 were most extraordinary. Confidence had sunk so low 
that enterprises were buying virtually nothing which was not 
immediately needed. As a result, the turnover of balances 
owned by business enterprises had become very low. Further- 
more labor forces had been cut to a point where the demand 
for labor had become inelastic and where higher wage rates 
might not seriously diminish employment except possibly by 
putting firms out of business. Because of these very special 
conditions and because of them alone, there was a gambling 
chance that the total demand for goods might be raised by 
compelling business enterprises to pay higher wages. Under 
these circumstances higher wages might mean larger disburse- 
ments to labor which in turn would mean the diversion of 
money from the holders of idle bank balances into the hands of 
persons who would spend it promptly. But, of course, the 
experiment was bound to be a gamble because no one could 
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foresee its results. We decided, however, to take a chance and 
so we engaged in one of the most gigantic communistic opera- 
tions in history. By government fiat, we decided to compel 
thousands of business enterprises to hand over a large part of 
their idle bank balances to wage earners. Paradoxically we 
engaged in this piece of communism for the purpose of saving 
capitalism. 

As a matter of fact the theory of the Recovery Act has 
not been put to a test. Probably this is fortunate, because 
in attempting to halt the downward spiral of deflation by im- 
posing higher costs on industry the government was playing a 
desperate game. At any rate, thanks to the threat of inflation 
and to world forces making for recovery, business began to 
revive before the codes saddled business with higher costs. 
Consequently, by the time that the President’s Reémployment 
Agreement and the codes were imposed, most enterprises were 
doing a sufficient volume of business to enable them to meet 
the higher costs quite comfortably. This is shown by corporate 
income statements for the third quarter—a period when most 
enterprises were operating under either codes or the Presi- 
dent’s Reémployment Agreement. A compilation of the state- 
ments of 107 industrial companies for the third quarter shows 
that these companies made an aggregate profit of $97,000,000 
against $78,000,000 in the preceding quarter and against a loss 
of $11,000,000 in the third quarter of 1932. 

One might infer from these figures that the recovery is 
proceeding rapidly enough so that industry will be able to bear 
the higher costs of still shorter hours and still higher wages. 
But the picture has another side. Although industrial pro- 
duction in the third quarter was fairly high, it was steadily 
going down. The Federal Reserve Board index of physical 
production undoubtedly has a bias which causes it to exagger- 
ate the short-term fluctuations in output. Between July and 
September, however, the Reserve Board index dropped nearly 
12 percent. During the same period, the wage bill of factories 
increased over 15 per cent. Profits during the third quarter 
were increased by speculative bidding up of prices to levels 
which probably will not be maintained. In the immediate 
future many enterprises will be compelled to accept losses on 
inventories purchased at third-quarter prices. Finally, of the 
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107 companies tabulated, almost one-fourth lost money even 
during the third quarter. During the second quarter, which 
was almost as good as the last quarter of the present year is 
likely to be, over 40 per cent of the companies tabulated oper- 
ated at a loss. Here is perhaps the most disturbing aspect of 
the present situation. The higher costs of doing business can- 
not be confined to the enterprises which are making money. 
Consequently, even if higher wage rates increase the sales of 
enterprises which perform finishing operations on consumers’ 
goods, many other concerns feel the higher cost of doing busi- 
ness, but experience no gain in demand. The danger is that 
these firms will be so compelled to reduce their buying that the 
total demand for goods and the total volume of employment 
will drop. 

This brief analysis indicates that for most lines of industry 
it would be folly to revise code hours downward and code 
wages upward until business improves. In other words, for 
the time being, the reémployment possibilities of the shorter 
work week are exhausted. Furthermore, if and when hours 
are further reduced and wages raised, the changes must be 
confined to the industries where the great majority of em- 
ployers are making money. The analysis also seems to justify 
some conclusions concerning the National Recovery Act. As I 
said a moment ago, the theory of the Act has never been put 
to a test. It is plain, however, that as the Act is operating 
today, it is a relief act rather than a recovery act. It pre- 
supposes recovery rather than creates it. It has performed 
exceedingly valuable service in accelerating the absorption of 
the unemployed and in distributing the benefits of revival more 
promptly and widely among those who have suffered most 
from the depression. There is grave danger, however, that in 
our eagerness to help the unemployed we shall saddle in- 
dustry with higher costs than it is able to bear. In that 
event, not only should we interrupt the recovery and add to 
unemployment but we should precipitate widespread price 
slashing and wage cutting, the very things that the Recovery 
Act is designed to prevent. Let us remember that no code 
authorities, however competent and efficient, can prevent an 
unrestrained struggle for survival with wholesale violation of 
the codes if the costs imposed on industry are too burdensome. 
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II 


Although the shorter working week was intended primarily 
to accelerate the absorption of the unemployed, it is producing 
other results of considerable importance. One of them is to 
reduce the differentials in weekly hours (and also in rates of 
pay) which have existed between certain industries, especially 
between the North and the South and between the large cities 
and the small towns. Whether or not enterprises which have 
grown up in part as a result of large differentials can quickly 
adjust themselves to the new conditions of competition remains 
to be seen. In view of the haste with which many codes were 
inevitably made and the incomplete data upon which they 
were necessarily based, one must expect that some readjustment 
of differentials will be required in order to avoid driving too 
many plants out of business. The amount of relief that is 
needed will depend upon how rapidly business revives. 

Another effect of the shorter working week has been to keep 
down weekly earnings. The advances in wage rates during 
recent months have been almost exactly offset by reductions in 
hours per week. As a result, the average weekly pay envelope 
of factory workers has scarcely changed since July and it is 
only about one dollar more than a yearago. This has import- 
ant implications for the revival of business. It indicates that, 
for the immediate future, gains in demand will be confined 
largely to goods in the lower price brackets, Merchants call 
this resistance to higher prices a buyers’ strike, but examination 
of weekly pay envelopes shows that it is only a matter of 
arithmetic. For the recovery to proceed on a sound founda- 
tion, profits must be obtained by selling an increasing volume 
of goods at low prices and at a small margin.’ It was quite 
natural that the inflation policy of the administration in the 
early spring and summer should have misled business men into 
believing that they could market goods at considerably higher 
prices. Accordingly, they stocked up with inventories which 


1 This statement should perhaps be supplemented with the further ob- 
servation that the rise in prices should occur by small increments. In other 
words, prices should at no time be permitted to get very far away from 
quotations which have already been tested in the market and which have 
proved able to move goods in volume. Large price changes are likely to 
provoke lack of confidence in the price structure and a consequent postpone- 
ment of commitments by business enterprises. 
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in many instances will have to be sold at a loss. This accounts 
in part for the difficult period through which we are passing. 

The dislocations produced by a depression as long and as 
severe as the present one are bound to produce a large number 
of men who for one reason or another are unemployable. The 
shorter working week will facilitate the absorption of the 
employables, but unfortunately the higher wage rates which 
accompany the shorter week will increase the number of the 
unemployables. In the past, the salvation of the men in the 
twilight zone between employable and unemployable has 
been the inefficiency of hiring practices. Careless hiring has 
permitted these men to support themselves by more or less 
intermittent work and thus has gone far to prevent them from 
becoming a social problem. Higher wage rates will compel 
enterprises to select their men more carefully than ever before. 
This will sharpen the dividing line between the employables 
and the unemployables and will push many men over into the 
latter class. A carefully planned social program to provide 
for the unemployables is urgently needed. 

Depression stops the training of skilled specialists in many 
occupations with the result that revival may reveal a scarcity 
of some kinds of labor. This is particularly likely to happen 
after a long depression. The shorter working week will help 
produce labor shortages. Indeed, local compliance boards are 
already being compelled to exempt a few groups of specialists 
from the hour limitations in the codes. Active bidding for 
scarce types of skill will affect wages and by so doing it will 
influence the course of labor organization because it will make 
the scarce specialists conscious of their superior bargaining 
power and, consequently, more anxious to go it alone without 
the encumbrance of the less skilled workers. In a word, the 
shorter working week will accentuate craft consciousness and 
retard somewhat the drift toward organization along industrial 
lines which exists among factory workers. 


III 


Reduction in working hours is said to be needed in order to 
offset the effects of technological progress which, it is said, has 
been particularly rapid during the depression." This sugges- 


1 As a matter of fact, there is no way of knowing whether or not this is 
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tion is often made in such a way as to imply that technological 
progress is in large degree futile and that unemployment can 
be avoided only by offsetting the gains in efficiency by reduc- 
tions in hours. This amounts to saying that with industry 
organized as at present no increase in productive efficiency is 
possible except by reducing employment—an obvious untruth. 
Complaints concerning technological unemployment principally 
occur during periods of stationary or falling prices. Wages 
are a sluggish price and, consequently, become relatively high 
when the price level falls. Because labor becomes expensive, 
an unemployed surplus develops. This surplus is called tech- 
nological unemployment. It might equally well be called 
“ price-inflexibility unemployment,” for it is the result of the 
impact of technological changes upon a more or less rigid price 
structure and is attributable to the rigidity of prices just as 
much as to the rapidity of technological change. Complaints 
about technological unemployment are little heard during 
periods of rising prices when wages lag behind the general 
price level and when labor is relatively well employed. Flexible 
prices and a well organized labor market are the best pro- 
tections against technological unemployment. But the country 
appears to be headed toward institutional arrangements which 
will make prices more rigid rather than less so. If flexibility 
cannot be obtained in prices, it must be obtained somewhere 
else and this somewhere else may be in employment. Reducing 
the working week from time to time may perhaps be a useful 
device for converting into leisure the unemployment pro- 
duced by the conjunction of technological changes and sluggish 
prices. 


IV 


But the displacement of labor which is likely to be most 
troublesome in the future is not displacement by technological 
changes. Rather it is displacement by the slowing down in the 
rate of industrial growth. In fact, the effect of technological 
changes will probably be to reduce displacement rather than 
to increase it, because technological changes will help sustain 
the demand for capital goods. Indeed, from the standpoint of 


true. The mere fact that hours worked have apparently declined more 
than factory output means little because dropping one-half or one-third 
of the force would itself raise the average efficiency tremendously. 
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maintaining employment, technological changes are likely to 
come too slowly rather than too rapidly in the immediate 
future.* 

Industry in the United States is organized and equipped for 
an extraordinarily rapid rate of growth. This is a natural 
result of the fact that we have been occupying a vacant conti- 
nent and that the growth of population has been accelerated by 
a large flow of immigration. Now it appears that the eco- 
nomic development of the United States has reached a moment- 
ous turning point. Our natural resources are pretty well 
developed and the flow of immigration has ceased. Unless the 
growth of industry receives an unusually strong stimulus from 
technological discoveries, we may expect that industrial growth 
in the United States will be slower in the future than in the 
past. This means a difficult period of adjustment because the 
rate of growth cannot drop (except under very special con- 
ditions) without displacing labor in the capital-goods in- 
dustries. But you ask: “ Will not the drop in employment in 
the capital-goods industries be compensated by the rise in 
employment in the consumers-goods industries?”’ Eventually, 
yes, but unfortunately labor cannot shift quickly and immedi- 
ately from capital-goods industries into consumers-goods in- 
dustries, because the first effect of a drop in the demand for 
capital goods is a drop in the demand for consumers’ goods. 
The reason is evident. When employees in the capital-goods 
industries lose their jobs and when the owners of plants in the 
capital-goods industries receive smaller dividends, they must 
reduce their purchases of consumers’ goods. Incidentally this 
analysis sheds light on the problem of industrial overdevelop- 


1 This statement represents in some measure a change from the position 
which I took in my paper, “ Technological Unemployment, Lines of Action, 
Adaptation and Control,” before the American Economic Association in 
December, 1931. On that occasion, I stressed the dislocating effects of 
technological changes and expressed the view that automatic corrective 
forces cannot be depended upon to keep down the waste of technological 
changes. I see no reason for abandoning these views or reversing the 
opinion or expression “that we face the basic problem of developing 
economic institutions which will work reasonably well in a society which is 
highly dynamic.” But the view that our society is likely to become even 
more dynamic in the future I have abandoned. In addition to the problems 
created by change, we are faced with additional and perhaps even more 
difficult problems created by the slowing down of the rate of change. 
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ment. Overdevelopment is a phenomenon which appears 
whenever the rate of change or the rate of growth slows down. 
Let business men experience greater difficulty in finding profit- 
able ways of changing or expanding operations and instantly 
there is a shrinkage in the demand for goods that depends 
upon change or growth. This shrinkage in demand causes 
industry to appear to be overdeveloped in all departments. In 
other words, overdevelopment does not mean that industry has 
been changing too rapidly or growing too rapidly but rather 
that it is not changing or growing fast enough. There is 
danger that the code makers in Washington, through failure 
to understand this point, will make overdevelopment worse by 
permitting the codes to embody restrictions on change and 
growth. 

Will a shorter working week help us make the adjustment to 
a slower rate of growth? Again we encounter the complicating 
issue of wages. If wage rates were not affected by changes in 
hours, one could assert with confidence that the shorter working 
week would help us absorb the men who will never again be 
needed in the capital-goods industries. In the long run it is 
probably true that labor will receive the same compensation in 
relation to its hourly output regardless of whether the working 
week is long or short. It happens, however, that the problem 
under discussion is not a long-run problem. Adjustment to a 
slower rate of growth must be made in the years immediately 
ahead of us. Furthermore, it is probable that labor possesses 
sufficient bargaining power to exact partial compensation in 
wage advances for every reduction in hours. This means that 
the effect of the shorter working week upon employment will 
depend upon the size of the compensating wage advance and 
the elasticity of the demand for labor. If the percentage re- 
duction in the working week is greater than the percentage 
increase in wage rates times the coe..cient of the elasticity 
of the demand for labor, at least part of the unemployed 
will be absorbed.* Otherwise they will not. Because the 


1 Thus if a 1 per cent increase in wage rates results in a 1.3 per cent 
decrease in the quantity of labor demanded, a decrease in the working 
week will produce a gain in employment provided the percentage decrease 
in working hours is greater than 1.3 times the percentage increase in 
wage rates. 
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demand for labor is at least moderately elastic, the percentage 
reduction in hours will have to be substantially greater than 
the percentage increase in wages to produce a substantial effect 
upon employment, unless it happens that technological changes 
raise the productivity of labor and hence the demand for it. 


V 


The foregoing analysis indicates that the shorter working 
week is likely to be of little assistance in helping us become 
adjusted to a slower rate of growth. Furthermore, if the 
higher wages made necessary by the shorter working week 
result in fewer hours worked, they will mean a reduction in 
the physical output of industry. Absorbing the unemployed 
by reducing the output of industry seems an unnecessarily 
costly procedure. Is there not a more effective and less costly 
way of making the adjustment to a slower rate of growth? 
The “new deal” is said to represent the inauguration of a 
policy of economic planning. Here is a problem for the 
planners. Cannot the introduction of the shorter working week 
be so managed as to increase simultaneously wages, employ- 
ment, and the physical output of industry? 

I believe that this is within the range of possibility, at least 
for many industries. In place of the 35 or 40-hour week of 
one shift, let us adopt the plan of operating plants with two 
six-hour shifts. This would mean a 36-hour week for the 
employees (almost as much as in the present plan of 40 hours) 
and 66 or 72 hours for the equipment.* Two-shift operation 
would permit both an increase in jobs and an advance in wages 
because it would enable labor to be concentrated upon operat- 
ing the most up-to-date equipment where it would be most 
productive. For the same reason, two-shift operation would 
make possible an increase in the total output of industry and a 
rise in the standard of living. Quite aside from these general 


1In order to preserve the Saturday half-holiday, it would probably be 
desirable to operate only one shift on Saturday. This would make a 66- 
hour week. By alternating the two shifts, each working in the morning 
one week and in the afternoon the next week, the division of work 
between the two could be kept equal. Eventually, a transfer to a 30-hour 
week for both shifts could be made. In view of the present low productivity 
of industry, however, a 66-hour week for machines would be desirable for a 
few years. 
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effects, two-shift operation would help offset the drop in the 
demand for capital goods and thus would facilitate the adjust- 
ment of industry to a slower rate of growth. In the first place, 
two-shift operation would lead to the retirement of the less 
efficient equipment and would cause the remainder to be 
worn out faster because it would be operating 72 hours a 
week instead of 40. This would increase the replacement de- 
mand for equipment, at least for a number of years. In the 
second place, the more intensive use of machines made possible 
by two shifts would make machine methods more economical 
in relation to hand methods. Machinery would be economical 
in many operations where it does not pay today. This would 
help sustain the demand for machines. Please do not infer, 
however, that I believe that two-shift operation of industry 
would be sufficient to keep the demand for capital goods in the 
future as large as it was during recent decades. So great was 
the impetus to growth given by a vacant continent and by the 
huge flow of immigration that only a rapid rise in the rate of 
replacement will prevent a decline in the demand for capital 
goods. 

When the operation of two shifts is proposed, some people 
become alarmed over markets. Where will an outlet for the 
increased output be found? As a matter of fact the increase 
in output would not be spectacular because it would be limited 
by the reduction in the hours of labor. But the problem of the 
market would not differ from the case of the introduction of 
any other cost-saving method of operation. Expenditures 
saved in one direction become the demand for goods in other 
directions. This does not mean that there are no difficult 
short-run adjustments to make. It does mean, however, that 
the very reduction in cost at one point eventually makes possible 
a greater demand for goods at many other points. 

Of course, if prices are not permitted to adjust themselves 
to the new level of costs, if throughout all branches of industry 
production is restricted in order to peg prices, then two-shift 
operation will be of little use in helping industry become ad- 
justed to a slower rate of growth. It will be of use only if 
savings in cost are permitted to result in lower prices and a 
larger volume of output. This indicates the danger in the 
particular kind of industrial organization which is being 

[442] 


| 


No. 4] IMPLICATIONS OF SHORTER HOUR MOVEMENT 75 


fostered under the codes. Innumerable special groups are being 
encouraged to organize for the purpose of promoting their own 
special interests. Each of these groups is intensely interested 
in keeping the price of its products high and the supply small. 
By various regulations, some perhaps rather indirect in their 
effects, many trade groups may be expected to place impedi- 
ments in the way of the efficient and aggressive concerns which 
seek to enlarge their markets by translating lower costs into 
lower prices. And yet freedom to do precisely this is needed 
more than ever in order to offset the decline in the rate of 
industrial growth. It would be childish to imagine that a con- 
sumers’ advisory board alone can protect the public against the 
kind of organizations which we are deliberately fostering in 
hundreds of industries. If the codes become permanent, as I 
hope they will, a carefully planned program will be needed to 
protect the community against organized restriction of output. 
Perhaps a tax might be imposed on idle productive capacity. 
Or unemployment funds might be created which would require 
each enterprise to pay for its own labor reserve and which 
would penalize it for laying off men. In any event let us 
remember that what some people regard as the problem of 
overproduction or overcapacity but what in the main is the 
problem of a drop in the rate of growth is only made worse by 
organized restriction of output. 


REMARKS BY THE CHAIRMAN (MR. WALTER C. TEAGLE) : 


Is Mr. Hopkins in the audience? Apparently not. It seems that 
Mr. Hopkins has been unavoidably detained.* 

It is a source of much pleasure to me to welcome the next speaker. 
We have been associated together in Washington for the last four 
months as members of the Industrial Advisory Board, and in addition 
to that this gentleman occupies a high position in business and has 
accredited himself with great honor as President of the United States 
Chamber of Commerce. Mr. Henry I. Harriman! 


1 See below, p. 81. Eb. 
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DISCUSSION: RECOVERY MEASURES IN OPERATION 


HENRY I. HARRIMAN 
President, Chamber of Commerce of the United States 


WAS asked to open the discussion with a ten-minute talk with 
reference to the papers which you have heard.* Since I did 
not have an opportunity to read those papers in advance, it 

will be exceedingly difficult to discuss them with the care and the 
thoughtfulness that they deserve. 

Dr. Butler showed you the very real problem that is raised by the 
remarkable acceleration in scientific advance and in mass production. 
Professor Slichter was a friendly critic of the NRA. Both of them 
have contributed much to the discussion of the problem. 

Many years ago Wendell Phillips was asked to name his price 
for delivering a talk. He replied that if he discussed abolition his 
charge would be $50; if he discussed any other problem it would be 
$150, but in any event, the talk would be the same. 

I think that applies in my case, for whatever might be the par- 
ticular subject assigned me, my interest is so profound in the great 
industrial problems with which the NRA and the AAA are 
struggling, that I should inevitably turn toward them and a con- 
sideration of what they are doing for the country. 

I realize that in giving you any statistics of what has happened, 
it is unfair to attribute those gains or losses to any particular legis- 
lative act. As Professor Slichter has pointed out to you, when the 
Industrial Recovery Act was passed and put into effect, there was an 
extraordinary shortage of goods which aided materially in the ap- 
parent success of the act ; nevertheless, I think it may be of interest to 
point out a few figures of what has happened in the industrial world, 
whether they are due to natural causes, whether they have been 
accelerated, or whether they have been retarded by the legislative 
program that we have had. 

We cannot deny the very serious situation which confronted us 
on the first of March. Steadily, for three and one-half years, almost 
without a break, national income and the activity of business had 
lessened. We had seen the national income fall from $84,000,000,000 
to about $40,000,000,000. We had seen the number of the unem- 


1The addresses by Mr. Walter C. Teagle, Dr. Harold B. Butler and 
Professor Sumner H. Slichter, which are printed above. 
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ployed rise from a normal of two or three millions to more than 
twelve millions. We had seen our whole banking structure shaken 
to its very roots. 

Obviously, if such a condition were allowed to continue, we might 
have faced very real and very great disaster, and so, I think, one 
of the good features that we attribute to the President’s program, 
whether it be entirely right or entirely wrong, or partially right or 
partially wrong, is the fact that it very materially changed our 
psychology and our way of thinking. 

When we examine the figures we find in the farm situation a 
very substantial improvement. The index of farm prices rose from 
49 at the end of last winter to 76 during the summer and dropped 
again in October to 70. Of course, the farmer is primarily interested 
not so much in the price that he gets as in what he can buy with the 
money that he receives from his crops and other farm products, and, 
based on his purchasing power, compared with the period that he 
likes to call parity—the period from 1910 to 1914—we find that in 
February his farm products would only purchase 50 per cent as 
much as they would in the parity period, and that by October they 
would purchase 60 per cent. There had been a substantial increase 
in the farmer’s purchasing power. 

If we turn to industry we find there the industrial activity curve, 
based on 1923-25 average as 100, rose from 60 in March to over 90 
throughout the summer, dropping back at the present time to about 
84. We find that retail sales, as reflected by department store 
figures, which are a fair index of what the people are actually buying, 
rose from about 60 to 70. Turning now to the stock market, we 
find that the corporate bond values rose in this period from below 
65 in the spring to above 75 in October, and the value of stocks 
from 45 to 70. These figures show you that there has been a very 
substantial increase and improvement in our business situation. 

Employment has been given to about four million men, according 
to the best indices that we have. Unfortunately there are no abso- 
lutely accurate figures dealing with unemployment, but from the best 
records that we could get, it looks to us as if the number of the 
unemployed had dropped from about 12,200,000 to somewhat under 
eight millions. 

If we can continue those gains, if we can so wisely guide our 
economic life that we do not slip back, that we at least hold our own, 
and that we gradually go ahead, then I think it may well be said 
that the program which we have been following, whether it is directly 
responsible or not, has brought much good to the country. At any 
rate, in my opinion the time has not come to prophesy the collapse 
of the recovery measures which Congress has passed. Rather, it is 
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proper to consider them carefully from the standpoint of a friendly 
critic, to see what the reactions really are, and where we can point 
out mistakes. 

The first mistake is a pérfectly natural one. It was the error of 
labor in assuming that too much could be acquired quickly. We 
have had too many strikes and they have seriously disturbed the 
situation. Again I think that a mistake has been made in the deter- 
mination of wage differentials based on districts, such as the North 
and the South, and in saying that those were the only differen- 
tials which should be recognized. There is a very real differential 
between the cost of living in the small town and in the big town, 
and this differential should have been more generally recognized 
in the codes. 

The workman or the workwoman in the big city must pay at 
least a dollar a week in carfare. The workman cannot go home, 
as he can in the small town, to his lunch. The result is that he buys 
a lunch. That must cost him fifty cents a week more than if he 
went home. 

We know that labor costs for building are greater in a great city 
than in a small city and consequently rents are higher, and I believe 
that it could be proved by statistics that the cost of living in a town 
of 10,000 population is at least two or three dollars a week less than 
in a larger city. Failure to recognize this is causing a vast deal of 
discontent in the small towns of the Middle West and, in fact, 
throughout the country. 

I think there is a difference between the big industry and the 
small industry. Big industry has built up its reserves. Small in- 
dustry frequently has no reserve with which temporarily to meet 
increased costs. This, also, was not recognized in the formulation 
of the codes. 

As I have traveled around the country, I have met men in many 
lines of business sympathetic with the principles of the Recovery 
Act, yet stating that it is costing them the very life blood of their 
industry and that they cannot stand the suddenness with which the 
increases have come. 

Mistakes are inevitable. I am not surprised that they have been 
made. I should be vastly surprised if they hadn’t been made, and in 
pointing them out to you, I am doing so as the sincere friend of 
the Industrial Recovery Act and of the Farm Act. 

I believe that the time has come when we should carefully consider 
and weigh these acts and see whether in our eagerness to push for- 
ward suddenly, we have not gone too fast and too far and have not 
increased our costs to a point beyond what industry can stand. This 
is not a criticism of the fundamental principles of the Act but merely 
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a suggestion that zeal may have pushed us too fast on the road toward 
even deferred recovery. 

Just one more point before I close the discussion: A great deal has 
been said in the country about curtailing production. We have 
unmanageable surpluses in many lines, and I thoroughly believe that 
as a temporary expedient it has been wise to reduce production and 
to balance production and consumption on the basis of what we are 
now consuming, but I would point out that the real road to recovery 
lies in putting these idle men and women to work in making more 
goods that we all want. That is extremely difficult to bring about. 

Just to point out what it means: The Research Department of the 
Chamber of Commerce recently made a study of the increased labor 
and the increased demand for goods which could come if in some 
magic way we could raise the average family income (taking five 
as the number in the family) to a level of $2,500 or $3,000, that is, 
raise those families that are now receiving less than $2,500 or $3,000 
to that level. We took as our basis a rather careful examination 
of what a family with an income of $2,500 would actually buy. We 
found that if that increase of income could be made, there would be, 
among other consequences, an increase of 60 per cent in the amount 
of vegetables that would be consumed; an increase of about 50 per 
cent for fresh fruits and about 20 per cent for milk, 40 per cent for 
poultry and 16 per cent for eggs. When we came to the clothing 
line, we found the gains were very large. We found, if I remember 
the figures correctly, that we would have to increase the output of 
men’s suits by about sixty million a year. When we came to examine 
the list for the ladies we found that the figures become absolutely 
astronomical. 

When we considered what would happen to our homes, we found 
that the population of the United States had approximately one room 
per capita. That, to put it on the basis of a family with an income 
of $2,500 or $3,000, would mean that we would have to increase 
our rooms by over one hundred millions — not quite double our 
present space but easily double if you took out the slums and the 
poor places which are a disgrace to our civilization. When we came 
to ask what that meant in the line of labor, we found that for a ten- 
year period it would add to our output of lumber nearly thirty billion 
feet; it would add nearly twelve billion to the number of bricks 
that we would have to make each year; about one hundred and fifty 
million to the square feet of glass that our homes would require. 

I might go on indefinitely telling you of the great market that lies 
before the country if we could simply raise our standard of living 
to the very modest standard of a family with an income of $2,500 
to $3,000. 

[447] 


| 


80 UNEMPLOYMENT AND RECOVERY MEASURES  [Vot. XV 


How this can be brought about is not simple. I do not know. 
I am not going to try to answer that problem, but I am going to 
point out that there is a great sphere of need which we haven’t filled, 
that, without getting into the realm of luxury, simply remaining in 
the realm of decency and fair living, there is a task ahead which, 
in my judgment, would keep every man, woman, and child who wants 
employment at work for the next ten years. 


REMARKS BY THE CHAIRMAN (MR. WALTER C. TEAGLE) : 


I know you will all be very glad to find that I was wrong when 
I stated that we probably weren’t going to have the pleasure of hear- 
ing from Federal Director Hopkins. He has just arrived and will 
now address you on the subject of unemployment. 
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UNEMPLOYMENT RELIEF AND THE PUBLIC 
WORKS ADMINISTRATION 


HARRY L. HOPKINS 


Federal Administrator of Emergency Relief 
Civil Works Administrator 


M. Y friends, I had a perfectly good speech this after- 


noon which was knocked into a cocked hat by the 

President a couple of hours ago, so I am going to 
talk really about a new plan which has been announced, and 
after I tell you about it, you will know that I have no business 
being in New York this afternoon. 

Before I tell you that, however, I want to go over briefly 
some of the things that we face. I have told a good many 
audiences that we had 4,500,000 families on relief last winter, 
about 21,000,000 people, and somebody very carefully kept 
it dark. Nobody could find out how many people were on 
relief in the United States; in fact, one person in six in this 
country was on relief. Those rolls have decreased from 
4,500,000 families until today there are 3,000,000 families on 
relief and every month since March we have seen a decline 
in the number of families. In the month of September alone, 
a million people who had been on relief were taken off the 
the relief rolls of the United States. 

But even for three million families relief is no child’s play. 
There are fourteen million people in those three million families 
who have got to be taken care of. You can’t take care of 
three million families in this kind of economic situation, especi- 
ally considering the kind of people they are, except by direct 
action methods, really giving them decent relief. Have they 
been getting decent relief? They have not. The average 
amount of relief per family in the United States has been about 
fifty cents a day per family. Well, that is a nice how-do-you- 
do to have fourteen million people (twenty-one million people 
last winter) living on fifty cents a day! It is ridiculous and 
it is absurd. It can’t be tolerated. We don’t intend to toler- 

[449] 


| 
| 

| 


82 UNEMPLOYMENT AND RECOVERY MEASURES [VoL XV 


ate it. We are not going to give relief to people on any 
such basis as that. 

This morning we sent out orders that thirty million dollars’ 
worth of clothes had to be bought at once for these families 
in the next week. We are going to take food surpluses off the 
farms. We are going to spend $150,000,000 or $200,000,000 
for these surpluses, get them right away and put them into the 
kitchens of the unemployed. 

However, some of us are getting awfully sick of it, of these 
millions of people being on relief. Well, they are coming off. 
That is the essence of the President’s new plan. Two million 
families are coming off relief a week from today, and they are 
going to be given real jobs; and two million more families are 
going to be given jobs within thirty days. Four million 
American men are going to be put to work within thirty days 
on real jobs. 

How are we going to do it? Well, we are going to do it. 
We have two million men in the United States on work relief, 
in every town, city and county in the United States. These 
two million men get in work-relief wages an average of about 
$20 a month—more in the great cities, less in the rural areas. 
They are working on every conceivable kind of public project, 
most of them good ones. 

The Public Works Administration is going to give to me as 
the Civil Works Administrator—I was appointed to that office 
this morning by the President—$50,000,000 a month for these 
two million families, and we, the Federal government, the 
states, the cities and the counties are going to continue to put 
in the $65,000,000 a month that we are now spending for 
wages and materials. The additional $50,000,000 is to be 
applied mainly in wages, so that in addition to the $20 aver- 
age that they are now getting, these two million families will 
now get an average of $25 a month more. We propose at one 
stroke to take those fellows from work relief and put them on 
public work under a Civil Works Administration where they 
will have real jobs and be hired and fired like anybody else. 

Second, we propose to organize in thirty days additional 
public works projects which will not be done under contract, 
but under what is known as force account in cities all over 
the United States, to put another additional two million men 
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to work. We propose to pay the prevailing rate of wage in 
local communities. We propose to do it on public projects 
where in the main the cost of materials will be about 20 to 
30 per cent of the total cost of the project. 

The Public Works Administration is prepared to give to us 
$100,000,000 a month and we believe that we can get $50,- 
000,000 a month additional from counties, cities and states 
throughout the United States so that we will have $150,000,000 
a month to spend on public works projects. 

It can be done; in fact, it is going to be done. This is a 
great day! It is a great day because it opens up to us the 
possibility of wiping out this relief business. No matter how 
well it is done, relief is a pauperizing, demoralizing affair that 
has no place in American life. 

So, this morning, about half-past ten or eleven o’clock, the 
President created the Civil Works Administration of the United 
States. We are going to transform the machinery which was 
built up for relief purposes (much of which has been devoted 
to work relief) into a civil works administration. This after- 
noon all over the United States civil works administrations are 
being appointed and next Wednesday we are going to have a 
great meeting in Washington not only of these administrations 
but of all other people in America who can aid and help in 
this business of really getting people back to work. 

That is the plan and that is what is going to be done. To 
be sure, we shall make some mistakes; but we are devoted to a 
cause, and our aim is to give these unemployed American men 
work on decent jobs, public service jobs. The President of the 
United States did it! 
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LONG-RANGE PLANNING 


PLANNING AND ECONOMIC ORGANIZATION * 


GERARD SWOPE 


Chairman, Executive Committee, Business Advisory and Planning Council 
for the Department of Commerce; Member of the Industrial 
Advisory Board, National Recovery Administration 


EMBERS of the Academy and Distinguished Guests: 
M It is a great pleasure to welcome such a magnificent 
audience this evening, and to tell you also that the 
attendance at the meetings today has been remarkable in 
number and in quality. You might think that this great audi- 
ence has been attracted possibly by our array of distinguished 
guests or even by the subject matter of the day’s discussions 
and the evening’s program, but that isn’t so. You may think 
you have come here of your own free will, but you haven't. 
You have come here because of the great executive genius of 
your Director. I am not permitted to mention her name, but 
her name is on the program. What the Academy of Political 
Science would be without this directing genius, I don’t know, 
but we who have come in contact with her, seen her great driv- 
ing force, her ability, and her zealous devotion to the affairs 
of the Academy, all bow down before her with great respect 
and admiration. 

I am going to inflict upon you one more and possibly the 
last of my talks for some time in regard to planning, and with 
reference especially to the situation of industry and commerce 
in this country today. The only thing I can say about it is 
that it won’t be long and I therefore ask your indulgence and 
your patience. 

1 Address delivered by Mr. Swope as presiding officer at the Annual 
Dinner Meeting of the Academy of Political Science. 
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The present depression is different from all its predecessors 
that I know anything about, not in being more widespread or 
having gone further or lasted longer, but in that it has aroused 
a greater determination not only in the more serious-minded 
groups, but also among people generally, to find a way if not 
of avoiding depressions altogether at all events of making them 
less severe and of ameliorating the conditions of those upon 
whom they fall most heavily. 

The National Industrial Recovery Act was conceived and 
enacted to put an end as soon as possible to the present depres- 
sion. I hope our work and thinking will not end until we find 
a program that we are willing to inaugurate for the future. 
The desire to prevent such a catastrophe in the future is the 
basis of all the talk that one hears and all that one reads in 
regard to long-range planning. If one has had even a small 
amount of experience as an executive in business or industry, 
he will appreciate that this is more easily said than done, and 
especially when our problem is so far-flung, our needs so many 
and our agricultural, commercial and industrial structure so 
complicated—made up of thousands of units largely dominated 
by the individualistic philosophy of our democracy, to which 
we owe so much of the progress we have made. While recog- 
nizing the tremendous difficulty of the problem and the need 
therefore to exercise the greatest care, I still think an effort to 
find a solution should be made. We should seek to have the 
best thinking brought to bear on this problem and draw wisely 
not only on our experience but on that of others. Simply to 
decide that these cyclical variations, with all their attendant 
miseries, are inevitable and that we gain nothing from ex- 
perience is, as Senator LaFollette has said, “‘ the counsel of 
despair ”’. 

Over two years ago, in October 1931, I was requested to 
appear before the Committee on Manufactures of the United 
States Senate, which was considering a bill for the establish- 
ment of a National Economic Council. I stated then: 


I am in entire sympathy with having a National Economic Council, 
but I need hardly call to the attention of the Committee that this would 
be creating a new organization in the Government, when already there 
are several dealing with the subject-matter of the bill in the various 
departments. The bill is intended to cover “ industrial, financial, agri- 
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cultural, transportation and labor interests of the United States.” In- 
dustrial and commercial interests are now covered by the Department 
of Commerce and the Federal Trade Commission, which have built 
up large staffs, including able and trained economists; financial, by the 
Federal Reserve Board; agriculture, by the Department of Agriculture, 
which has built up an extensive data gathering bureau; transportation, 
by the Interstate Commerce Commission, and the public utilities are 
now under the regulation of Public Service Commissions in the various 
States; and labor, by the Department of Labor. The bill would give 
to this Council a very large problem, to coordinate the work of all the 
various departments above enumerated, so large that I question whether 
there would be any practical results. 

Furthermore, it seems to me that this would be working from the top 
down, that even if you could get the ablest men, and the scope of the 
work was not too broad, you would be providing a superstructure rest- 
ing upon the present chaotic conditions. It therefore would have no 
stable foundation. It undoubtedly would give much interesting academic 
information, but it seems to me would lead to no practical results, except, 
possibly, over a long period of time. 

I should think it would be much better to start from the bottom and 
build up; that is, each industry should study the elements that enter 
into such an industry, to give the best service to the public, fair treat- 
ment to its employees and a reasonable return to its stockholders. 

Trade Associations in America are the natural organizations to study 
the economic elements of each particular industry. Each Trade Asso- 
ciation should hold itself responsible for the coordination of production 
and consumption to stabilize its industry, with the consequent benefits 
to the employees and to society. The organization and furtherance of 
the work of Trade Associations should be encouraged. 

The Trade Associations, working out their problems in the stabili- 
zation of industry, would then be the foundation stones upon which 
to erect the superstructure of the National Economic Council. This 
might then be created by bringing together the officers, or duly elected 
representatives, of these various Trade Associations, to select from their 
number, or from the outside, a National Economic Council, to study 
the needs of industry as a whole. Such a Council would consist of 
men who have come up through the various industries, know those 
industries and their needs, who would work with others to find a solution 
to their common problems, and be able to deal with them not only more 
intelligently but in a more practical and expeditious manner, so that 
definite, concrete and constructive results might be expected. 


In June 1933 the National Industrial Recovery Act was 


signed. It has often been stated that industry was responsible 
for the fearful situation in which we find ourselves and might 
have done much better even before the passage of the Act. 


It 


should be recognized that industry was limited by at least 
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two restrictions, now modified by the NRA—namely, the vari- 
ations in the factory acts in the different states and the anti- 
trust laws. When the President signed the NRA, he issued a 
statement containing the following: “It is a challenge to in- 
dustry which has long insisted that given the right to act in 
unison, it could do much for the general good, which has 
hitherto been unlawful. From today, it has that right.” 

Under the provisions of the National Industrial Recovery 
Act, commerce and industry are organizing into compact units 
and drawing up codes of fair competition, under which data 
will be collected which with intelligent study should lead to a 
better codrdination of production and consumption. My point 
is that it is here, in each of these trade groups, that this study 
should start, not at the top of our fearfully large and compli- 
cated structure but at its base. Then mobilize these trade and 
industrial groups into the larger unit which I outlined last 
week in the proposed organization of a National Chamber of 
Commerce and Industry. When such a program, or some 
other, is accepted, to make permanent many of the essentials of 
the NRA, enabling codperative work on the part of competing 
units in commerce and industry, a first but a very important 
step will have been taken. 

But our vast social structure is not served only by industry— 
it requires labor in two principal directions. In addition to 
industry or manufacturing for clothing and shelter, perhaps its 
most fundamental need is agriculture for food and certain raw 
materials; then commerce and transportation for distribution, 
and finance to assist all of these activities. A beginning has 
been made in their reorganization, and assuming that these 
efforts will be fruitful of practical and beneficial results, it 
may now be the time to consider the creation of a National 
Economic Council for long-range planning, and the following 
is offered as such an outline, recognizing that the number of 
representatives of each interest may be subject to change. Of 
course, the entire program is subject to change and is simply 
put out for the purpose of stimulating thinking and discussion. 

The National Chamber of Commerce and Industry, referred 
to above, shall elect four members to a National Economic 
Council. In addition, the Secretary of Commerce of the United 
States may be a member, or appoint one member to the Council. 
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Workers engaged in commerce and industry, covered by the 
above, shall elect, through their national organizations, four 
members to the National Economic Council. In addition, the 
Secretary of Labor of the United States may be a member, or 
appoint one member. 

The national agricultural organizations shall elect four 
members to the Council. In addition, the Secretary of Agri- 
culture may be a member, or appoint one member. 

The transportation interests, including railroad, marine and 
air, shall elect four members to the Council. Workers engaged 
in rail, marine and air transportation shall elect, through their 
national organizations, four members to the Council. In ad- 
dition, the Federal Coérdinator of Transportation may be a 
member, or the Interstate Commerce Commission appoint one 
member to the Council. 

The Federal Reserve Banks shall elect four members to the 
Council. In addition, the Secretary of the Treasury of the 
United States, or the Governor of the Federal Reserve Board, 
may be a member, or the Secretary of the Treasury may 
appoint one member to the Council. 

The President of the United States shall appoint five 
members to the Council, representing the public at large. 

The National Economic Council so constituted of thirty-four 
members — five government officers; five representing the 
public, appointed by the President; eight representing labor; 
and four each from commerce and industry, agriculture, trans- 
portation and finance—shall elect its officers. The Council 
may appoint an economic board of such number as it deems 
best, either from among its own membership or from outside. 

The members of the National Economic Council shall serve 
without compensation, but their expenses will be borne by the 
Association which elects them. 

A secretarial staff and offices shall be provided in Washing- 
ton by the National Chamber of Commerce and Industry. The 
expense of such secretarial staff and offices shall be met by a 
prorata assessment on the National Chamber of Commerce and 
Industry, on the banks of the Federal Reserve System and on 
the agricultural and transportation interests. 

Data collected, tabulated and analyzed by these various 
bodies, namely, commerce and industry, agriculture, labor, 
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transportation and finance, shall be made available to the 
National Economic Council, with any recommendations these 
bodies care to make. The National Economic Council may 
also initiate and ask for any other data and information from 
these units. The National Economic Council will also study 
the various data-collecting bureaus of the government, in the 
effort to unify and simplify this work, and make its recom- 
mendations to the President. 

It shall be the province of the National Economic Council to 
study economic changes, advise the President and the Congress 
in regard to economic trends and make recommendations. 

The various units of the Council will direct their work and 
studies so that the violent upheavals that we have experienced 
in the past, which have led to so much unemployment and 
misery, shall be diminished, and also study ways of alleviat- 
ing the hardships attendant on such cyclical changes as, after 
the best of human study and experience, will still remain. 
Other studies tending to provide security and regularity of 
employment and peace of mind of the workers, shall be under- 
taken by the Council. 

Even if these steps fall short of realizing the high ideal we 
have set, such correlation, codrdination and conscious study 
should lead us to other steps and nearer to the goal we seek. 
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REMARKS BY THE CHAIRMAN (Mr. GERARD SWOPE) : 


I am sorry that I can’t introduce the first speaker on the program. 
When your Director suggested the subject of this evening’s meeting 
of the Academy, “ Long-Range Planning,” I knew the natural person 
to introduce the subject, of course, would be General Hugh S. 
Johnson, the Administrator of the National Industrial Recovery Act, 
who has also given much thought to long-range planning. 

When I asked him to speak, he accepted readily, as he esteemed it a 
great honor and especially fitting to address this distinguished 
academic body. But much to our regret, his duty as a soldier, which 
he always is, has called him West to allay the misunderstandings 
there. To show the speed of his movements, yesterday evening he 
spoke in Minneapolis, this noon in Des Moines, and tonight he speaks 
in Omaha. I have a telegram from him from Des Moines reading: 
“*Had so many speeches to write couldn’t finish paper until last 
minute for air mail and then snow storm blocked mail service. 
Please express my sincere regret but could not possibly have done 
otherwise.” 

I am sorry that he could not be with us this evening. I have 
the greatest admiration for General Johnson’s ability, dynamic and 
irresistible energy, his unsparing and whole-hearted devotion to the 
NRA, day and night, in the sick room or in his office, and I am 
very sorry, indeed, that I cannot present him to you. 

Our first speaker in the flesh hails from the sunny South, South 
Carolina, where he was born, educated, and has practiced law, and, 
curiously enough in these shifting times, has retained his home there, 
moving only occasionally to Washington and back to South Carolina. 

His interests are broad, educational, legal, political, domestic and 
international commercial problems. It was he who suggested an 
original method of getting statistics in cotton. He is experienced 
and wise, and it is fitting that he should be one of the President’s 
trusted advisers. 

He is Chairman of the Cabinet Committee of the National Re- 
covery Act, is interested in long-range planning, especially in the 
philosophic concept underlying that which may remain as permanent 
under the Act. 

The Secretary of Commerce, the Honorable Daniel C. Roper! 
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THE HON. DANIEL C. ROPER 


U. S. Secretary of Commerce 


to join this splendid assembly of men and women in a 
study of national economic and social recovery measures. 

The Academy of Political Science, with more than a half- 
century of experience, spanning several periods of economic 
disturbances in our national life, can supply knowledge valu- 
able for the wise charting of our country’s future. 

Reference to the program of this annual meeting for 1933 
shows that your earlier discussions of today have related to the 
emergency problems of unemployment and industrial readjust- 

nent for the primary purpose of safeguarding against immedi- 
ate social disturbances. This is as it should be, but the study of 
emergency problems should also endeavor to determine the 
causes responsible for the 1929 cataclysm, thus providing a 
basis for efforts in planning to prevent the repetition of eco- 
nomic disasters in the future. The tragic imprint of this de- 
pression on the minds and hearts of our people should be an 
eloquent and lasting appeal to all of us to discover and put in 
motion such policies as will in the well-thought-out opinion of 
this generation safeguard the next against our experiences of 
the past four years. 

Much consideration is being given to comparative statistics 
that show the staggering total of depression unemployment, the 
precipitous drop in commodity prices, the tragic losses in 
domestic and foreign trade, the drastic declines in national 
income and purchasing power. These are important com- 
parisons, forcefully illustrating the severity of this depression. 
Such statistics, however, serve as measurements only of what 
has already happened. The real task for sound economic 
thinking is to interpret intelligently these figures, along with 
other historical data, and to ascertain what forces and factors 
have been working within our economic system to bring about 
the greatly increased disruptions and dislocations of our day. 
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When we study the “forces behind the figures” we find 
that the economics of balance can no longer be depended upon 
to restore economic equilibrium. Recovery periods following 
previous depressions have been largely self-regenerative. In 
those eras it was only a matter of awaiting the completion of 
what were accepted generally as business cycles. Nations 
managed their affairs on the theory that natural economic forces 
in themselves eventually bring about harmony and balance. 
Heretofore, the laws of supply and demand have been de- 
pended upon to regulate conditions. It was contended that an 
efficient producer would succeed and that an inefficient pro- 
ducer would fail, thus keeping the productive power of the 
country in general line with the consumption needs. However, 
beginning with the World War, and continuing until the 
collapse of 1929, excessive industrial expansion, especially in 
productive capacity, stimulated by the demands of a warring 
world, created the necessity of an “Economics of Organization” 
to replace the old “ Economics of Balance.” 

Now, in this new era when our thoughts are so much engaged 
in charting the future, it is necessary to be careful in the use 
of descriptive terms. Much is being said about self-government 
of industry. We all need to understand what is implied by 
this term. No one will contend that it means that all regu- 
latory control by the Federal government should be removed 
and that business proceed without any codperation from the 
government. There is no important unit of business that would 
desire this extreme. It would be approved only by such as 
the bootlegger, or those minorities in business that pursue a 
cut-throat policy by using unfair methods to reduce their costs 
and thereby are enabled to undersell legitimately conducted 
business. Self-government in business does mean that business 
will be permitted to do those things which business can do as 
well or better for itself than the government can do for it. If 
a greater measure of government regulation than this is 
necessary for the public safety and welfare, and in order to 
prevent another world economic calamity, such governmental 
regulations will be sought by the representatives of good 
business. 

Neither must we forget the significant position of the ulti- 
mate consumer in the solution of our major problems. It is 
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evident to all that the national recovery program cannot be 
enforced successfully without the support of public opinion, 
which is crystallized in the ranks of the consumer. As an 
illustration of what might be done to educate the consumer and 
enlist his intelligent support, we may consider one element in 
the question of prices which is so fundamental to the success 
of the recovery program. Price increase must follow rather 
than precede purchasing power. Can this be safeguarded 
without getting the government into the dangerous field of 
price fixing? I suggest this experiment to that end: Set up in 
the NRA a study that will furnish the public at proper intervals 
information on extra costs for a long list of basic articles, as 
these costs result from the administration of the National 
Recovery Acts. With such facts, the purchasing public would 
be correctly guided in determining when prices are too high 
and thus enable purchasers to create such protests to their 
merchants and supply agencies as this information and other 
circumstances suggest and warrant. This would enable the 
public to unite against exorbitant prices. The NRA Research 
and Planning Division is now making certain cost studies rela- 
tive to various industries that have adopted codes, and the 
next development in this field of study might well be along the 
lines I now suggest. 

It is equally important that we select our terms carefully in 
defining conceptions of long-range planning and leadership. 
Students in this field must begin with a sympathetic frame of 
mind prompted by a revised vision of conditions, and guided 
by well-digested experiences from the immediate and remote 
past. Wisdom suggests that we look forward with open minds, 
willing to adjust to changes in conditions, rather than with a 
crystallized determination to preserve at all hazards the status 
of the past. Our planning studies must take more account of 
the consumer’s psychology than of the producer’s psychology. 
Plant capacity must be adjusted not to what we wish to pro- 
duce but to what customers require and desire under their own 
conditions and ideals of civilization. 

In the absence of long-range vision and planning, our entire 
commercial system naturally increased in complexity and 
sensitiveness. Maladjustments in one part of the system had 
more and more effect on the functions of other parts. Safety 
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valves effective in other recovery periods no longer sufficed. 
Of course, the old fundamental economic forces still apply to 
a certain extent, but the magnitude of the machinery to be 
kept in balance was so great under new developments that the 
length of time necessary to bring about equilibrium under 
these expanded conditions was too long for nervous masses and 
might easily have resulted in revolution, even riot and blood- 
shed. The fundamental change in economic approach from 
former times convinced us that new, immediate and even 
startling methods and measures were necessary for this period, 
if we were to control immediate emergencies and secure 
sustained recovery. Thus it is that we must recognize that the 
lamp of past experiences is not sufficient to guide our way in 
this new emergency. To that experience we must add correct 
knowledge of the new conditions and patience with gradual 
approaches to results. 

Five years ago, as I came from a session of the League of 
Nations at Geneva, an English resident of Geneva said to 
me: “ Do you not and does not the United States realize that 
this League is an utter failure?” I answered, “If you are 
going to limit your vision to the results of the brief period of 
efforts that has so far taken place you cannot hope to see a 
permanent solution in your time. I am unable to say whether 
the League in its present form is even the proper medium for 
attaining a solution to the problems of war. But let us not 
forget that the League members are trying to change a situ- 
ation that is coexistent with civilization. We should not ex- 
pect to correct, in a brief period of ten or twenty years, a con- 
dition that has been in existence for centuries. It may take a 
century to prove the full value of the League. We should 
under no circumstances be too impatient with beginnings to 
solve such a deeply rooted problem as war. However, when I 
see men of contending nations placing their cards on the council 
table before them and freely exchanging information on their 
mutual problems, I gain hope that through a common under- 
standing thus gained we can hail the beginning of a brighter 
era in human conduct.” 

This same principle applies with equal force to our present 
needed relationship to national problems in our economic 
recovery. We must not forget that in every one of the six 
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major depressions in the last fifty years, the period of recovery 
has been long and tedious. In these previous periods our 
people have been concerned, well-nigh exclusively, with the 
restoration of prosperity. Their concern has rarely taken any 
other form. 

In our present situation, conditions are quite different. The 
number of people affected in this depression has been so great 
that industrialism and capitalism, as heretofore interpreted, 
came under attack and the problem of recovery involved a 
major responsibility for actually saving our civilization. Under 
these startling circumstances, new methods with drastic pro- 
cedures had to be undertaken; something had to be done and 
done quickly. 

President Roosevelt’s recovery program, which thus came 
into being, represents the most important and far-reaching 
attempt in history to distribute the benefits of recovery among 
all classes and thus to apply codrdinated and codéperative 
economic planning to the complete economic and social struc- 
ture of the nation. This is not for the sole purpose of dealing 
with existing emergencies but also for the purpose of creating 
safer conditions for the future. With conditions so tragic, so 
extensive, it had to be expected that progress would be slow 
and that there would be of necessity experimentation. This, 
the President freely and early admitted. 

It is also inconceivable that any sweeping plan of economic 
and social reform could move forward faultlessly and with uni- 
form progress all along the line. Mistakes were to be expected, 
and mistakes have been made. Considered fairly, however, in 
the light of all the accomplishments, success has very much 
outweighed mistakes. For example, considering the long 
history of conflicts in the soft coal industry covering many 
years and frequently entailing bloodshed, the fact that a code 
for these mines could be worked out at all is a noteworthy 
accomplishment. If the NRA accomplishes nothing more than 
bringing together the many groups and segments of business 
around a common table of discussion, it would have a right to 
be recorded as one of the most constructive endeavors ever 
initiated in our country or in the world. For the first time in 
our history, the representatives of the consumer, of labor and 
of capital, many of whom previously were as far apart as the 
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poles in their thinking, have had an unequaled opportunity of 
understanding one another’s problems and viewpoints. 

Never before have the attention and efforts of all our business 
men been directed toward the objective of solving the entire 
country’s economic problems. They have been mobilized on 
their own will, thought and action, as in war times. They have 
thought through their own problems and into the broader 
problems of the entire nation. Mutual objectives can be 
crystallized and made effective only through a plan that defines 
the responsibilities of each in codrdinating toward a proper 
geal for all. 

The business expansion that took place in the decade pre- 
ceding 1929 created in men’s minds a fear of what economists 
term ‘‘a planned economy”. It was insisted that planning 
and freedom are incompatible. It was pointed out by some 
that individualism could not be preserved if we practiced the 
principles of central planning. But as the severity of the de- 
pression increased, and no united front was presented to stop 
the relentless attack of its destructive forces, it became increas- 
ingly evident that we would have to bring ourselves to the 
acceptance of the idea of codperative economic planning, as an 
instrument of national salvation. The philosophy back of this 
idea is the fact that the “ Economics of Organization’ must 
replace the ‘‘ Economics of Balance.” 

On November 1, the Business Advisory and Planning 
Council for the Department of Commerce, of which your chair- 
man tonight, Mr. Gerard Swope, is chairman, met in its second 
full session. This Council was formed on June 26 of this year 
to advise with the Secretary of Commerce on immediate policy, 
study and long-range economic planning for the Department 
of Commerce. Foremost in our minds is the preservation of 
the industrial initiative that has so distinguished American 
business, and at the same time assistance to good business by 
regulation in protecting itself against the recalcitrant and 
sometimes destructive minority. 

Few experiences in my life have given me greater encour- 
agement and inspiration than I have received from meeting 
with these business men, big enough to think for themselves 
and for others, and fine and gracious enough to codperate un- 
selfishly in attaining objectives for the common _ good. 
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Gathered around the conference table last week were forty-five 
of the outstanding business and industrial leaders of this 
country, who had come to Washington at their own expense 
and with great personal sacrifice to attend this Council meeting. 
The major recovery problems were placed on the discussion 
table, and these men with their wealth of experience and 
knowledge discussed these problems freely and constructively. 
The members of this Council, without exception, expressed 
their confidence in our country’s ability to fight its way 
steadily forward to greater heights of progress. But it was 
their unanimous belief that such a goal could not be attained 
without a soundly conceived and properly executed program of 
economic planning of industry generally. Their deliberations 
gave full evidence that codperative thinking must replace in- 
dividualistic thinking. 

Any present-day approach to planning must first consider 
certain things that lie back of sound planning—blueprints and 
techniques constitute the second phase. Our starting point 
must be an effective and rationally foresighted leadership 
culminating in philosophically sound thinking. And plans 
made through foresighted leaderships, cognizant of the scope 
and interplay of economic causes and effects, cannot be success- 
ful if leaders lack an appreciation of the problems of business 
as related to civilization. Or, if they fail to develop the modes 
and habits of thought necessary to educate and enlist the sup- 
port and understanding of the people behind such plans, they 
can hardly hope to avoid failure. 

Broadly interpreted, the first requirement of a planned 
economy is a codrdination of information which reveals the 
interplay between economic forces, and economic data that may 
be depended upon as a rule or which is immediately set aside 
as an exception. A factual basis and background is first 
necessary in order to give all groups an understanding of how 
the national organism works, so that each may comprehend 
how it fits into the whole operation, and how it is related to 
all other units within the national economy. 

It seems incredible that the directing intelligence of the 
political and economic life of the United States did not sense 
in advance the on-setting power of forces which culminated in 
the 1929 débacle and led to four years of depression. If 

[465] 


| 
| 
| | 
| | 
4 
4 
d 
| | 


98 UNEMPLOYMENT AND RECOVERY MEASURES [VoL XV 


leadership does not take the responsibility of thinking ahead 
and perceiving what the actions and reactions of economic 
causes and effects may be, it is not worthy of the name. Leader- 
ship does not mean unerring prophecy, but it does require 
logical and intelligent foresight. 

The question, ‘“‘ What is statesmanship?”’, is difficult to 
answer. Edmund Burke, the great English statesman, said: 
“ A disposition to preserve, and an ability to improve, taken 
together, would be my standard of a statesman.” The real 
statesman is one who understands change and knows how to 
adjust social and economic institutions to that change. He 
must foresee that certain inevitable results will grow out of a 
certain combination of circumstances. But no matter how 
clearly the statesman may see what should be done, he is 
powerless to make any progress unless he has vision to see 
life in its larger segments, and a willingness to think and 
work for others. He must then seek the truth throughout all 
of these segments of economic and social life. Then he must 
be able to assemble behind this line of leadership the public 
opinion and support of the country. 

One of the greatest problems of any planning program is, 
therefore, largely a question of the most effective utilization of 
present leaders and statesmen. The principles and powers of 
leadership must be developed in the younger men of today, 
and dependence must be placed upon our schools and universi- 
ties to do their part in training more and more of their students 
for the broader responsibilities of leadership and statesman- 
ship. They must be surcharged with a zeal for service, rather 
than with inordinate desire to hold office. But education must 
not alone create leaders, it must create followers—those who 
have an enlightened understanding of what leadership is trying 
to accomplish and who, through this understanding, are eager 
and willing to give it their full support. 

It seems that the greatest task of education today is to relate 
the individual to the broader picture, and instill in him the 
satisfying pleasure of clean and effective public service. 
Greater emphasis must be placed upon methods of doing and 
thinking as they apply particularly to wisely controlling, for 
the common good, the changes of a changing society. Change 
is viewed more today from the angle of how it affects group 
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welfare than individual welfare. What we now need is 
interest in the entire mass of our people. 

We are passing today through one of those unusual periods 
in the history of the race which come at long intervals and 
which are the result of forces long accumulating—a period such 
as the fall of the Roman Empire, the Renaissance, or the 
political revolutions in France and England. It is very rare 
in the course of human experience that men can definitely put 
their fingers upon great opportunities in life. We generally 
see them in retrospect. Today presents one of the greatest 
opportunities this nation has ever had for economic statesman- 
ship and leadership. We must have an intellectual leadership 
that is able to find and establish the right goal for our educa- 
tional efforts. 

Today the political and business leadership of this country 
have a joint appointment with destiny, and this appointment 
must be jointly met. We cannot afford to have the dangerous 
situation of political leadership pulling in one direction and 
constructive business leadership pulling in another. All 
approaches must lead, as the spokes of a wheel, along different 
lines to a common center. The hub is the unified objective 
which holds the various methods and activities together in one 
major program. 

Thus the desired results require that the American states- 
man, the producer in field and factory, the distributor and the 
consumer work codéperatively in appreciation of the fact that 
each and all have responsibilities as well as rights in plans for 
stabilization and in maintaining a fair, equitable and desirable 
future social structure. We need here to reflect on the impres- 
sive words of George Washington at the 1787 Constitutional 
Convention, when he said: “ Let us raise a standard to which 
the wise and the honest can repair; the event is in the hand 
of God.” 
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REMARKS BY THE CHAIRMAN (MR. GERARD SWOPE) : 


Thank you, Mr. Secretary, for your very clear statement and com- 
prehensive grasp of the problems that you have laid before us. 

I want to call attention, before I introduce the next speaker, to 
how fortunate we have been at this meeting of the Academy in having 
not only the next speaker, who has come to us from England, but 
also Sir William Beveridge, who spoke to us this morning, and Mr. 
Butler, who addressed the meeting this afternoon. It was a signal 
opportunity, for these gentlemen, who have seen the depression in 
their own country, to come over to see near at hand what we are doing 
to retrieve ourselves from the situation in which we find ourselves. 

Our next speaker is one of many whom I like to think of in 
England, a classical scholar and a public servant, a graduate of 
Balliol at Oxford, and an honor man, an athlete, rowing on the 
Oxford crew against Cambridge, entering into public life, becoming 
a public servant and later becoming Minister of Labor. 

He has just recently come over to this country—he has been here 
before—to study our adventure in national recovery. He has been 
in Washington, the center of all this activity, the “hub,” as the 
Secretary speaks of it, and has talked to many. 

It is a rare privilege to have him talk to us this evening, because 
of his background and experience. He may possibly speak to us 
critically—I hope so—but always with sympathy, because he believes 
in the objective toward which we are striving. It is a great pleasure 
and honor to introduce the former British Minister of Labor, the 
Right Honorable Sir Arthur Steel-Maitland. 
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LONG-RANGE PLANNING 


THE RT. HON. SIR ARTHUR STEEL-MAITLAND 
Former British Minister of Labor 


CCASIONALLY we may come upon something, 
C) whether it be a product of human making, or nature’s 
handiwork, like a flower, which, though it comes 
latest in time, is yet most favored, and “ like the last taste of 
things ” is sweetest last, writ in remembrance more than things 
long past. I do not think however that could ever be said of a 
speech that comes like mine after such an interesting address 
as we have had from Secretary Roper, and after that long 
series of interesting papers which we heard this afternoon and 
this morning at the two meetings of the Academy. If, there- 
fore, at this time of night you get tired in listening to another 
speech, just let me take shelter behind the Chairman. 

Let my fate be like that of a young farmer in Scotland who 
was asked to sing a song at a farmer’s dinner. He had no 
more voice than a crow, but he stood up and he sang. It was 
a ghastly performance and when he sat down again, he turned 
to the man next him and said, “‘ I am afraid that wasn’t much 
of a song, was it?”. His neighbor turned to him and said, 
“No, indeed, it wasn’t, young man; but I don’t blame you; you 
did your best. But I should like to break the neck of the man 
who asked you to sing.” 

If therefore the speeches are too long, kindly turn your 
attention to the Chairman afterwards who will be able to deal 
with my would-be aggressors, however numerous, and let me 
get safely away. 

But at least there is something that can be done at the end of 
an interesting day like this and that is to gather up some of 
the threads of what has gone before. We have heard today 
of the dislocation caused by the rapid advances of science. 
We have heard today references to the great depression 
through which we are passing, and to the misery created by it, 
of which as an old social worker myself I am only too conscious ; 
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of industrial measures taken to mitigate it, and there again, 
as an old business man in another capacity, I can both appreci- 
ate the difficulties, and at the same time realize that those 
difficulties were made to be surmounted. And then this after- 
noon we heard the news of public works that are to be 
developed upon a large scale. 

If I am to say a few words about long-range planning, I 
should like to approach it from a very practical standpoint. 
I will deal with a concrete instance, and then, if there be a 
minute or two to spare, say something of the general infer- 
ences that can be drawn from it. 

This afternoon I think everybody who listened must have 
been greatly interested in the statement that was made by 
Mr. Hopkins, the Administrator of Civil Works, and in the 
expenditure which is contemplated upon them in the very near 
future. From the financial point of view it seemed to me to 
be a pronouncement of great moment. It may, and I trust it 
will, result in giving activity to industry. It means the crea- 
tion of a great body of purchasing power and if that purchasing 
power proves active and effective, it is just that fillip, which 
in one form or another, as history has often shown, has started 
the first movement in lifting a country out of a state of de- 
pression and putting it on the path to recovery. 

But, of course, a great program of public works is also of 
value in the employment that it gives. I have no doubt that 
those who are going to direct it will get the best possible value 
out of those public works. Speaking, however, as I do tonight 
on the subject of planning, I ask you—and I do so in no spirit 
of criticism—how much happier you would have been here in 
your country or we would be in ours, if before we tried to carry 
out a policy of public works we had a proper plan of them; 
if we had known precisely those works which were really most 
needed in the various great states and cities and communities, 
and if the necessary plans, designs and estimates had been 
ready prepared so that they could have been undertaken at 
once, at the time when expenditure upon them would have been 
most effective and of the greatest service to the community. 

I say again, let no one take this as a criticism. It is not a 
criticism of this administration or of a past administration here, 
or of an administration in my country or in any other country. 

[470] 


| 
| 
| | 


No. 4] LONG-RANGE PLANNING 103 


There never really has been an attempt at such planning 
before, though it has been sometimes discussed. But, I ask 
you tonight to consider whether in the future there ought not 
to be such an attempt, so that if ever a crisis comes upon us, 
even if it is not so great as the present one, yet we should be 
ready to meet it instead of having to extemporize a program 
in the face of the emergency itself. 

The truth of what I say can be seen if anyone will study the 
actual kinds of works for themselves. Like a practical man, 
I have been through a volume, and a most interesting volume, 
giving an analysis of the state of affairs in one of the foremost 
American cities, Philadelphia. It is by an able young American 
economist, Mr. Loucks. There one can see some facts that 
stand out quite clearly to the least active imagination, and they 
are these: Plans of this kind, of works that a city or a country- 
side most needs, take a long time in preparing. The very 
engineering side of a big project, as I know from my old 
experience in mines, may occupy a year before the matter can be 
examined in all its aspects, and a proper scheme prepared. Then 
it reaches the stage of public examination and criticism. There 
are often some ten to thirteen stages in the City Council to go 
through. That is notorious. Ina country like this, where the 
Federal government, and the state government, may perhaps 
contribute a share of the expenditure, there are long series of 
negotiations which have got to be taken in hand. Then there 
may also come delays in negotiating the purchase or acquisition 
of real estate if it is required. 

All that means that much time may be taken and very often 
many months must elapse before the first inception of a pro- 
ject of this kind, and the time in which effective work can be 
done upon it. Therefore, I say to you, would it not be wise, 
if possible, that we should think out our schemes in advance 
and have our plans ready beforehand? 

If anyone studies these works and analyzes as Mr. Loucks 
has done in the case of Philadelphia it becomes clear that they 
can be foreseen. It is also clear that though it is in times 
of prosperity that people are naturally more inclined to carry 
them out, yet in most cases they can be postponed. Postpon- 
ing them means that you are left without some new accom- 
modation which is very desirable and would be very convenient 
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to have. To postpone these, therefore, means need for some 
self-restraint. But if they can be postponed, think how much 
good would come of that postponement when the time of de- 
pression comes! 

Of course the policy which I commend to you depends on 
the assumption that we know enough of these trade booms and 
depressions, to be able to say when we should postpone public 
works, and when we should put them in hand. I go to a class 
much abused at present, and I think in many cases unfairly 
abused, the economists. Some of the economists, in my opinion, 
are men in whom anybody would rightly put trust in a matter 
of this kind. According to the best opinion that I have known 
on this subject it would be possible to recognize the time at 
which you ought to put these works in hand, in order to give 
a timely fillip to industry in a period of depression. Think 
what that means! 

At the present moment—and I am sure everyone in this 
country who has studied this depression must realize it—what 
is wanted is to give a spurt—a spurt to capital works, to those 
businesses dealing in building or other capital goods. It is the 
stagnation in the capital goods industries which for the moment 
has been making the recovery hang fire. The actual volume of 
works normally put in hand by public authorities of all kinds, 
Federal, state and municipal, is quite enormous. In an ordi- 
nary year in this country it transcends several-fold even the 
vast volume of public works which are contemplated at the 
present time. Yet in the present year the orders for the 
execution of such works have been at the lowest ebb instead of 
at the maximum. If the plans for them could have been pre- 
pared, postponed and kept ready to use, it would be an engine 
in the hands of any government which would be of the utmost 
value in an emergency like the present. 

I do suggest to you that these are matters to which really 
scientific thinking should be directed. They can be coupled 
with other measures also which restrain the ardor of the up- 
swing so as not to make it go to such a speculative height, when 
business is prosperous, and to mitigate its fall when the turn 
comes. The postponement of public works on the upswing, has 
a deflationary effect and prevents so great a height being 
reached. By taking them in hand on the downswing and by 
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coupling them with that system of insurance of which we heard 
today, then it is possible to prevent anything like the depths 
of the late depression being reached. 

I have dealt with one concrete instance of planning; I would 
like to mention another. With the rapid advance of science, 
as we have been told today, great dislocations are caused in 
industry. In the long run such advances in science are to the 
good of mankind, but in the meantime while they are on the 
way intense misery may be caused. 

I have had the chance of seeing in an American university 
recently some studies of industrial occupations. It ought to 
be possible to get earlier effective knowledge than is usually 
obtainable of industries that are on the downgrade and in- 
dustries that are on the upgrade. It might serve to direct 
human employment and also might serve to prevent some 
capital being lost that is at present thrown away. 

I have mentioned two definite and practical instances of 
planning. I could instance others if this were the hour or 
the occasion to do so. But it is not. I know that the whole 
subject may be considered very controversial. There is the 
extreme laissez-faire school on one side, which says, “ Just let 
us alone and we will muddle through, and we will get prosper- 
ous once again. Leave it simply to individual initiative.” 
But individual initiative in such a case like that is nothing else 
than “ every man for himself and the devil take the hindmost,” 
which he seldom fails to do. On the other hand are the more 
extreme advocates of socialism who think that here is the 
chance and the opportunity of trying to introduce a socialist 
system fully fledged! Being myself a cautious man, I should 
rather be inclined to bear the ills I have than fly to others that 
I wot not of. 

What I have said tonight indicates some of the general lines 
of advance. In some matters the state has to take direct 
action itself, as in the case of public works. In other cases 
action may be taken by some body, not under the control of 
the state and yet primarily devoted to the public interest. It 
may be a corporate body appointed for the purpose, or more 
rarely, it may have gradually acquired such a position. An 
instance of the latter type of institution is the Bank of England. 
It is not under state control and yet it considers itself a public 
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servant in the highest sense. Or, such planning may be 
effected by the state laying down regulations to which in- 
dividuals have got to conform or creating conditions which 
affect the scope of individual activities. Subject to these regu- 
lations or conditions each individual is then forced to exert his 
own individual initiative to the utmost. But while individual 
initiative is thus preserved, it is subject to a normative in- 
fluence. Lastly, as in the case of that university plan of which 
I spoke just now, it may be that knowledge is collected and 
placed at the disposal of individuals, and the very possession 
of that knowledge enables them to act in a wiser manner both 
from their own and from the public point of view and with less 
waste than would otherwise have occurred. 

Someone may ask me, “ Do you think all this practicable or 
are you talking what may sound nice but is really visionary? ” 
I confidently say that to go ahead steadily, but feeling one’s 
way, not being afraid of this or that particular term which 
may be given to the action taken, is quite practicable. I don’t 
want to dogmatize about any particular theory, but I would 
not stay still. I would be for always going forward on the 
kind of lines that I have stated. If I didn’t believe it, I should 
be a pessimist. 

When I was in Chicago a few days ago, I found a good deal 
of pessimism about. It had entered, I think, even into their 
advertisements, because when we were driving one day down 
past the hoardings enclosing the World’s Fair, I saw a great 
hoarding just opposite me saying: ‘“‘ Century of Progress— 
Last Twelve Days.” I put it to them that nobody ever got 
forward by pessimism. 

I say again that what I have said is possible or practicable. 
If anyone will look facts squarely in the face and will consider 
mere mechanical advance, he will realize that only a very few 
years ago people would have deemed perfectly impossible those 
things to which we are accustomed every hour of our lives 
today. They would have deemed the air service in the United 
States impossible, not many years ago. So they would have 
done many of the structures which we see in New York, and 
many of the processes in industry which are now common 
practice in this country. 

What I have said only means applying to administration the 
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same scientific management and the same business concentration 
in preparing for the future that anyone has got to do if they 
have a great development of their own works to which they 
wish to commit the corporation with which they are associated. 
Speaking for my own country I always feel that we never put 
into it quite the same intensity of scientific management or 
business concentration, which is put into the great undertakings 
of an ordinary industrial firm. If, therefore, more attention 
is paid to the bases of advance which I have indicated, the 
paradoxes of today will become the platitudes of a few years 
hence. 

Thirty or forty years hence people will look back on us 
today and they will say, “ Just to think that they went into 
that great slump when they could easily have prevented them- 
selves from going into it. And again when they had got into 
it, they could have mitigated its severity in ways that are now 
perfectly well known to us!” They will be like Prometheus 
in the old Greek poem, when he talked of the mer: before him: 
“Seeing, they saw in vain, and hearing, they did not 
understand.” 

All these discoveries are before us and if anyone should be 
ready to go forward upon these lines, it ought to be the great 
American nation. You have got all the initiative that any- 
body could possibly want. Of course, it goes without saying 
that both you and we will recover. Even now the recovery, I 
believe, is starting here just as it is starting in England. 
Sometimes we don’t see it because of the difficulties just ahead 
of us at the moment, but it is there. 


“What though the tired waves vainly breaking, 
Seem here no painful inch to gain, 
Far out through creek and outlet waking, 
Silent comes flooding in the main.” 


To my mind the situation before you has both its encourage- 
ment and its worry. Prosperity is an even more acid test of 
character, whether national or personal, than is adversity, and 
I believe, that if we wish to make the sufferings of the present 
a seed time for future blessings, it is vital that when we have 
recovered, we should not forget the lessons that human reason 
and human sympathy alike press upon us now in this time of 
our visitation. 
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REMARKS BY THE CHAIRMAN (MR. GERARD SWOPE) : 


Members of the Academy: I am sure I may express, though in- 
adequately, our thanks and appreciation to Sir Arthur for his message 
of hope that our recovery is at hand, and also to Sir William and 
Mr. Butler for their kindness in coming to attend our sessions, and 
also to our speakers this morning and this afternoon who are among 
our distinguished guests this evening. I thank you! 
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